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Before and After... 


Before you invest, investigate . . . is just good common sense: 
And yet, year after year it is amazing how many people .. ; 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 


Before you invest, investigation is good common sense. 
After you invest, investigation is also good common sense. 
“See your dentist twice a year” is not propaganda .. . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 


To have your investment adviser check your securities at 
regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “put them away and 
forget them” is not good ... it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and . . . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... drop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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BELL “TELETYPE and 


.they’re natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this time-saving method is based on 
today’s modern “‘mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 
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For the booklet “BELL TELETYPE’S Place In Your IDP 
Program”, write or phone (collect) to: 


MONTREAL — 1060 University St. 
Tel. TR 0-2981 


TORONTO — 393 University Ave. 
Tel. EM 8-3911—Ext. 2151 


Ry: a “tye BELL TELEPHONE COMPANY OF CANADA 
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TEAMWORK 
IN 
ESTATE 
PLANNING 


MEER 


ates 
Toronto 
Edmonton 








QUICK PICTURE: 


You will find, in our Com- 
mercial Letter, a quick but ac- 
curate survey of current com- 
mercial activities in Canada, a 
concise review of foreign trade 
developments, the latest statistics 





CHARTERED ACCOUNTANT 
LIFE UNDERWRITER 

LEGAL COUNSEL 
CORPORATE EXECUTOR 


Sooner or later all members of this 

team will be called on for advice 

and counsel. 

—— skill is required where a 
ily business or a private company 

is concerned. 


is , 
National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 
tration. 

Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


20 KING STREET EAST, TORONTO, ONTARIO 





Montreal Hamilton Winnipeg 
Calgary Vancouver Victoria 


on trade, industry and finance, 
authoritative articles on special 
aspects of Canada’s economy. 
Your local manager will gladly 
place your name on our mail- 
ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 


HEAD OFFICE 
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J. J. CARSON (page 109) 

The role of the personnel adminis- 
trator and the services that one might 
expect to find in a well-developed 
personnel department are described 
in John J. Carson’s article “Personnel 
Administration”. The author deals 
with such problems as: What is the 
relationship between the personnel 
department and the line organiza- 
tion? To whom should the personnel 
administrator report? If the person- 
nel man disagrees with the line off- 
cers of the company about personnel 
methods, does he have the right to 
exercise authority over them? He goes 
on to highlight the division of re- 
sponsibility in the major areas of per- 
sonnel administration. 

Mr. Carson, former director of em- 
ployee relations of the Hydro-Electric 
Power Commission of Ontario, be- 
came director of industrial relations 
at the British Columbia Electric Rail- 
way Company Limited in 1956 and 
vice-president, industrial relations for 
the company in 1958. During the war 
years, he served at National Defence 
Headquarters in the directorate of 
personnel selection and, on leaving 
the services, joined Woods, Gordon 
& Company as senior personnel con- 
sultant. He is a member of the execu- 
tive board, Pacific Northwest Person- 
nel Management Association, a mem- 
ber of the Canadian Psychological 
Association, vice-president, Narcotic 
Addiction Foundation of British Co- 
lumbia, and provincial commissioner 
and vice-president, St. John Council 
for British Columbia. 


S. A. MARTIN, C.A. (page 115) 


For a long time chartered account- 
ants in Canada and England and cer- 
tified public accountants in the Unit- 
ed States have been discussing the 
complex subject of management ser- 
vices. Some years ago the American 
Institute of Certified Public Account- 
ants established a committee to study 
the field, and in “The American Ap- 
proach to Management Services”, 
Samuel A. Martin outlines those areas 
which are still under discussion by the 
American Institute and shows speci- 
fically what a number of American 
firms are doing to offer consulting 
services to their clients. As for the 
background for the article, Mr. Mar- 
tin wrote the Editor: 


“The research for this article was 
performed by Edgar T. Wells, Jr. 
and myself during my last year at 
the Harvard Business School. Ma- 
terial was gathered from personal 
interviews, correspondence and 
published material from seven 
large national accounting firms and 
the American Institute of Certified 

Public Accountants.” 

The author, who obtained his 
M.B.A. degree from Harvard Univer- 
sity in 1958, is currently an instruc- 
tor in business administration at the 
University of Western Ontario. He 
received his certificate in chartered 
accountancy in 1955 and is a member 
of the Institute of Chartered Account- 
ants of Manitoba. 


H. P. CRAWFORD, LL.M. (page 125) 

In “Legal Responsibilities of Corp- 
orate Directors”, H. Purdy Crawford 
deals with the rights and duties of 
company directors and quotes from a 
number of judicial decisions which all 
go to show that basically the duties 
of directors can be broken down into 
two distinct categories. The author 


discusses the care and skill demanded 
Continued on page 94 








YOUR CALCULATOR FIGUREWORK— 


stop and go or steady flow ? 


Swift, steady figuring is easy with the Marchant transflo —a new kind 
of automatic calculator that takes ‘‘backtracking’’ out of multi-step figurework 


The unique back transfer mechanism of 
the new Marchant transflo is designed to 
help any calculator user perform multi- 
step figurework with greater ease, speed 
and sureness than ever before. 
One touch of the transflo’s back transfer 
key instantly and in a single cycle puts an 
intermediate result of a multi-step prob- 
lem back into the keyboard dials without 
the tedious re-entry of each digit by hand. 


By moving figures swiftly from dial ‘ / 
to dial, the transflo virtually eliminates ’ Marchant 
stop-and-go scratch-pad jotting and mini- an 
mizes chances for operator error. Figure- tr sflo 
work gets done in much less time. New 
savings are made. 


See a transflo demonstration on your Nn Q @ CH () NT 
own figurework by calling any Marchant 
office. Or write, on your business letter- 
head, for further information. CALCU LATO RS, LTD. 
26 DUNCAN ST., TORONTO 2-8, ONT. 
Modern Management Counts on Marchant 








HRIGHT ACROSS CANADA* 


~ Diehl 


SUPERMATIC CALCULATORS 





@ MEMORY REGISTERS—hold grand 
totals while machine works sec- 
ondary calculations. 


@ DIRECT TRANSFERS — between 
registers and keyboard eliminate 
transcribing errors. 


@ SHORT CUT MULTIPLICATION— 
with single button squaring. 


@ 14 MODELS—all with interchange- 
able features. 


Send for details now 


" LliehL 
Calculating Machines of Canada Ltd. 
TORONTO: 108 Wellington St. W. 


Tel. EMpire 6-651 1 


MONTREAL: 4444 St. Catherine St. W. 
Tel. WEllington 7-9358 


* and at 

Halifax, Quebec City, Ottawa, Fort William, 

Winnipeg, Regina, Saskatoon, Edmonton, Calgary, 
Vancouver. 
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of them in conducting the business of 
a company and their position as trus- 
tees in relation to the assets and af- 
fairs of the company. 


Mr. Crawford is associated with the 
law firm of Osler, Hoskin and Har- 
court, Toronto. A member of the 
Nova Scotia and Ontario Bars, he ob- 
tained his LL.B. at Dalhousie Uni- 
versity in 1955 and his master of law 
degree from the Harvard Law Schoo} 
in 1956. 


D. M. GORDON, C.A. 


In budgeting for small business, 
though much the same principles ap- 
ply as in the case of a large organi- 
zation, in the small concern the task is 
usually approached in a more prac- 
tical way. One thing is certain. There 
is a vital need in small business for 
better planning and, therefore, better 
budgeting. In “Helping Small Busi- 
ness with the Budget”, Donald M. 
Gordon shows why the management 
of a small business should rely on the 
accountant for advice on this service 
and how the accountant should go 
about establishing a successful budget 
system. 

Mr. Gordon is a partner in the Win- 
nipeg office of McDonald, Currie & 
Company and received his certificate 
in chartered accountancy in 1948. He 
is a member of the Institute of Chart- 
ered Accountants of Manitoba. 


J. H. M. WOOD, C.A. (page 133) 


Readers interested in the problems 
of valuation will want to turn to 
Joseph H. M. Wood’s article “Valua- 
tion of a Minority Interest”. There 
are various types of minority interests 
and the author is concerned with 
three: those involving day-to-day 
trading on the stock exchange which 


present no serious problems, the un- 
Continued on page 96 
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Greatest advance in microfilming 





Kodamatic Indexing! 


New Recordak Reliant Microfilmer with 
Kodamatic Indexing lets you code items 
photographically right on the film — find 
any picture faster in your film reader. 

So easy—just dial the desired code number 
on the new Recordak Reliant before you feed 
a batch of documents. 

This simple step takes the hunt and peck 
out of subsequent film reference. With this 
completely new type of indexing your code 
designations are never out of sight . . . can 
be read easily, no matter how fast your film 
is travelling. 

The secret: Unique coding lines are photo- 
graphed right on the film between documents. 


Saves time every time films are viewed 


Ever so much easier for your various de- 
partments to find contracts, confidential cor- 


SRECORDERK 


originator of modern microfilming — 
now in its 32nd year 
“Recordak”’ is a trademark 


respondence, statements. You’ll climinate 
many headaches: misfiling, soiling, tearing— 
to name a few. No end to the uses—wherever 
records are filmed and referred to, you'll be 
dollars ahead with Kodamatic Indexing. 
(Just one of the exclusive features found in 
the new Reliant!) 

But see for yourself! Have a new Recordak 
Reliant Microfilmer with Kodamatic Index- 
ing installed in your firm on a 30-day Free 
Trial Basis. Absolutely no obligation to buy 
or rent. 


ee © © © MAIL COUPON TODAY « « « « « 


RECORDAK DIVISION 
CANADIAN KODAK SALES LIMITED 
105 Carlton Street, Toronto 2, Ontario 


Gentlemen: We are interested in free 30-day 
trial of new Recordak Reliant Microfilmer 
with Kodamatic Indexing. R-44 
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Continued from page 94 


listed corporations, and those private 
companies on which restrictions on 
the transfer of shares exist. In each 
group, the author compares the theory 
of value based on earning power. 


Mr. Wood has been associated with 
Price Waterhouse & Company for the 
past 30 years and became a partner 
in the Toronto office in 1956. He is 
a member of the Institute of Charter- 
ed Accountants of Ontario. 


EDITORIAL (page 103) 


The purpose behind the Statement 
of Policy recently issued by the On- 
tario Securities Commission is to off- 
set the many inquiries received from 
Canadian and American companies 
and their auditors in regard to finan- 
cial statements which accompany the 
prospectus. The Policy Statement al- 
so furnishes solicitors with a lead in 
order for them to obtain certain infor- 
mation required for the prospectus. 
While the Commission exercises its 
discretion as to the extent of disclos- 
ure in the financial statement, it ad- 
heres strictly to the requirements set 
out in the Statement of Policy. The 
Commission has been assisted in its 
work by the Securities Act Committee 
of the Institute of Chartered Account- 
ants of Ontario under the chairman- 
ship of J. R. M. Wilson, F.C.A. who 
has written this month’s editorial. 


A past president of the Institute of 
Chartered Accountants of Ontario, 
Mr. Wilson is a partner of Clarkson, 
Gordon & Company, Toronto. From 
1947 to 1950 he served as chairman 
of the Accounting and Auditing Re- 
search Committee of the Canadian 
Institute and for the past 4 years has 
been a member of the Editorial Board 
of The Canadian Chartered Account- 
ant. He is also a member of the Pub- 
lic Accountants Council for the Prov- 
ince of Ontario. 
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the man 


offers a one-writing procedure 


for your accounting operations 


Copyhex slashes clerical costs, 


eliminates re-recording errors, speeds 
and simplifies paperwork 


The Bruning Man brings you the flexible, easy to use Copyflex 
one-writing process which ends slow, costly, error-prone clerical 
copying in almost any paperwork operation in your business. 


With Copyflex you write information only once. Paperwork 
needed to complete any business operation—for order-billing, 
purchasing-receiving, accounting, production control, and in many 
other functions—is quickly and mechanically accomplished with 
Copyfiex. Only new or variable data need be added to 

basic information. 


The Bruning Man can show you how the Copyflex one-writing 
system can be fitted into your present operations without 
dislocation. You can take the initial step towards possible 
savings of thousands of dollars for your company by 
writing now for ‘‘Shortcuts to Accounting”. 


(BRUNING ) 
Copythex 


LOW COST DIAZO COPYING AT ITS BEST! 


Charles Bruning Co. (Canada) Ltd., Dept. No. CA-6 
37 Advance Road, 
Toronto 18, Ontario. 


Gentlemen: I would like to have a copy of 


Shortcuts To Accounting. 
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NOTES 


C.1.C.A. Annual Conference 

In July members received a pro- 
gram and registration form for the 
1959 C.I.C.A. Annual Conference 
which will be held in Vancouver from 
September 13 to 16. For convenience, 
details of the technical sessions of the 
program are also published on pages 
105 to 108 of this issue. 


Annual Report Winners 

Three Canadian companies have 
won merit awards in the annual re- 
port contest sponsored by The Finan- 
cial World, a New York business jour- 
nal. The reports of the Bank of Nova 
Scotia, Guaranty Trust Company of 
Canada and Chateau Gai Wines 
Limited were chosen from among 
more than 5,000 entries. 

The British journal The Accountant 
made its awards for the best annual 
reports to The British Oxygen Com- 
pany Limited and General Refrac- 
tories Limited. The awards were pre- 
sented on June 16 by the Lord Mayor 
of London, Sir Harold Gillett, M.C., 
F.C.A. 


Systems Conference in Toronto 
Hon. Lester B. Pearson, leader of 
the Opposition in the House of Com- 
mons and 1957 winner of the Nobel 
Peace Prize, will give the keynote ad- 
dress at the opening of the 1959 In- 
ternational Systems Meeting, October 
12 to 14, at the Royal York Hotel, To- 
ronto. More than 1200 members of 
the Systems and Procedures Associa- 
tion of America are expected to attend 
this meeting. President of the Toron- 
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to chapter is Ethan I. Davis, manager, 
planning division, Prudential Insur- 
ance Company of Arnerica. 


Canada’s Population 

The population of Canada reached 
17,442,000 at June 1 this year, an in- 
crease of 394,000 or 2.3% over the total 
at June 1, 1958. 


DBS Publications 

The 1959 catalogue of current pub- 
lications of the Dominion Bureau of 
Statistics is now available. The new 
list, which runs to 180 pages, de- 
scribes the contents of some 500 indi- 
vidual titles and gives an enlarged 
detailed subject and commodity index 
to their contents consisting of several 
thousand entries in English and 
French. Copies of Current Publica- 
tions, 1959 may be obtained free of 
charge by writing to the Information 
Services Division, Dominion Bureau 
of Statistics, Ottawa. 


U.S. Capital Market 

The Foreign Affairs Committee of 
the American Institute of Certified 
Public Accountants has just released 
a booklet outlining in general terms 
the accounting and other require- 
ments which must be met by com- 
panies outside the United States seek- 
ing U.S. capital. Entitled “The US. 
Capital Market”, the 3l-page bro- 
chure should be particularly useful to 
Canadian companies and municipali- 
ties seeking capital for expansion pur- 
poses. A limited number of booklets 
have been printed and copies may be 


Continued on page 100 
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Yes, from Burroughs still another way to have 
| advanced data processing at its profit-protect- 
ing, time-saving best. 


a Cee PE 


It’s the Burroughs Typing Sensimatic Account- 
ing Machine, which has brought new automa- 
tion, flexibility and typing talent to descriptive 
| accounting jobs across the continent. 


/ New Automation through the big array of proved 
| Sensimatic features that make key decisions 
| and complicated motions for the operator as the 
» machine races through its work. New flexibility 
through the interchangeable Sensing Panels that 
wrap up four jobs each and switch from job to 





Burroughs 









HOW ADVANCED CAN YOUR DATA PROCESSING GET? 
Let the Burroughs Typing Accounting Machine show you 


job at the flick of a knob. New typing talent 
through a new typing principle that makes for 
easy speed, clean-cut printing and completely 
jam-free operation. 


Yes, it’s that fast, that automatic, that flexible. 
And there are more far-ranging advantages 
where these came from. For Burroughs makes a 
full range of data processing equipment that 
extends from the most advanced accounting 
machines to the most advanced giant electronic 
computer systems. For help with your data proc- 
essing problem, call your local Burroughs office 
or write Burroughs Adding Machine of Canada, 
Limited. Factory at Windsor, Ont. 


Burroughs and Sensimatic—TM’s 


Burroughs 


“NEW DIMENSIONS | in electronics and data processing systems” 
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Can Your Clients 


Afford 


New Customers? 


For increased sales volume they 
need those new customers. 

But new customers present prob- 
lems, too. Are they good risks? 
Can your client extend them 
credit? And, if he can, where then 
can he find the ready cash to fi- 
nance those extra sales, the work- 
ing capital to carry the accounts 
receivable? 

If any of your clients have this 
problem, Canadian Factors can 
help them — by taking over those 
credit-checking responsibilities, and 
by advancing the cash that enables 
them to increase sales without 
seeking new investment capital. 


HERE'S HOW OUR SERVICE WORKS: 

© We buy your client's accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 
We guarantee payment 100% — 
once we've bought his accounts, 
the credit risk becomes our worry. 
We free your client from making 
credit decisions — he's abie to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense and 
trouble of his accounts-receivable 
bookkeeping, credit, and collec- 
tion departments, 


Perhaps these services could be of 
great help to some of your clients. 
If you’d like to discuss the advan- 
tages of factoring with them, and 
you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 
Frozen Accounts.” 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


423 Mayor Street, 
Vi. 9-8681 
Established in 1931. 


Montreal 
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obtained by writing to the Publica- 
tions Department, Canadian Institute 
of Chartered Accountants, 69 Bloor 
St. East, Toronto 5, Ont. 


Price Levels 


Canada’s consumer price index rose 
0.2% from 125.6 to 125.9 between May 
and June. Increases in food, shelter 
and other commodities indexes and 
services were partly offset by a de- 
crease in the clothing index. 


Assumption Business Degree 


An evening course leading to the 
degree of Master of Business Admin- 
istration will be offered at the new 
School of Business Administration, 
Essex College, Assumption University, 
Windsor, Ontario for the first time 
this fall. Director of the school is 
Dr. Gilbert R. Horne. The only other 
Canadian university offering _ this 
course in the evening is the University 
of Toronto, whose course leads to the 
degree of Master of Commerce. 


International Trade 


Commodity imports rose 6% over 
May of last year for the eighth suc- 
cessive monthly increase. In contrast, 
total exports were down 10% in value, 
resulting in a sharp rise in the import 
surplus. To the end of May the ex- 
cess of imports over exports was up 
to $396,700,000 from $170,900,000 last 
year, about $51,000,000 of the increase 
arising from a larger import balance 
with the United States. 


In the News 

K. M. Puace, C.A. (Que.), has 
been elected president of the Mont- 
real Control of the Controllers Insti- 
tute of America. 
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Month End Rates of Exchange 

This column now provides readers 
with the nominal rates of foreign cur- 
rencies at the close of business on the 
last trading day of each month. This 
service is specially intended to assist 
accountants who are required to ex- 
press foreign currency amounts of 
Canadian funds. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., June 30: 

Australia (pound) 2.15%; Belgium 
(franc) .0192; Denmark (kroner) .1395; 
France (franc) .00196; Germany (d. mark) 
.2295; India (rupee) .2020; Italy (lira) 
.00155; Mexico (peso) .0768; Netherlands 
(guilder) .2545; New Zealand (pound) 
2.68%; Norway (kroner) .1350; Sweden 
(kroner) .1855; Switzerland (franc) .2225; 
Union of South Africa (pound) 2.69%; Ster- 
ling in Canada, 2.68% - 2.69%; Sterling in 
New York, 2.81% - 2.81%; U.S. dollars in 
Canada, 4% - 4% discount. 


YOUR IDEAS IN 

FORM DESIGN 

plus 

GRAND & TOY’S 
o COMPLETE FORM 

MANUFACTURING 

FACILITIES .... 


. Mean modern record 
keeping efficiency for you 


° 





© and your clients. 
Call HI. 4-6671 — Ask your G 5 
& T Salesman or enquire at any . 
G & T Store / 
v OFFICE SUPPLIES @ PRINTING 
BUSINESS FURNITURE 4 
PRINTING SALES: irl 


8 Wellington W., Toronto 


Specialists in Carbonized & Snap Carbon Form Sets 





CORRESPONDENCE . 





Aurora, Ontario. 
Business RATINGS 


Sir: I became aware recently that the ratio 
of current liabilities to net worth was being 
used by a financial reporting agency in de- 
termining a business rating for credit ap- 
praisal. 

As a general procedure this would appear 
to reflect an unfair situation for private 
limited companies whose operating capital 
is often to a considerable extent derived 
from bank accommodation with current as- 
sets as security. I have always felt that the 
current liabilities — current assets ratio— 


presented more informative liquid or credit 
information for rating purposes. 

A private company’s bank accommoda- 
tion appears to me to be in a similar cate- 
gory as publicly subscribed funds. In each 
case it may be said that the “investor” to a 
large degree can dictate company policy. 


At the very least I would suggest that in 
the case of private limited companies any 
secured current liabilities be deducted from 
the total current liabilities before using the 
answer for a ratio to net worth. 


¥ would appreciate other members’ views 


and comments. 
Bile CAs 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Canadian 
economy over the past thirty-five years and has originated 
and participated in numerous representative issues of 
corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Member: 


the invermen | Gairdner & Company Limited 


Dealers’ 


Associati 
eee wm 320 Bay Street, Toronto 


° EMpire 6-6833 
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SIX SERVICES YOU 
WILL APPRECIATE 


1. —, ACCOUNTS 
th interest at 344% paid twice yearly 
2 GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also 
— — Savings Certificates redeemable at any 


3. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 
4. EXECUTOR OF WILL 
— Details and estimate of cost without obligation 
5. CUSTODIAN FOR STOCKS, BONDS, 


INVESTMENTS 
— All services necessary in management of financial 


affairs 
6. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or phone for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


COMPANY 
Toronto: 84 King St. W. 
Branches: 20 St. 7 “ee. 
2972 Bloor St. W., o Birtee Ave, 
Montreal: 388 St. James St. w. 





102 











LOLOL CT TI ag A TE LT i PT GN RE RN pene RENE y 





ee een a nt 








Editorial 


‘PRO BONO PUBLICO’ 


ONE OF THE DISTINGUISHING characteristics of a profession is that the 
knowledge and skill acquired by its members should be made avail- 
able to serve the public good. Thus it is that the legal profession 
constantly strives for changes in the law and in legal practices which 
will ensure speedier and more effective justice, and its recommenda- 
tions come from the shortcomings lawyers meet in their day-to-day 
practice. The medical profession, likewise, has been zealous in ad- 
vocating the adoption by public authorities of preventive measures 
which would keep us healthier, and its recommendations too are 
based on the day-to-day work of its members. The fact that in all 
such cases the individual members of the profession may be no better 
off, and indeed may be adversely affected, as a result of such corp- 
orate activities is not a factor which is to be considered. If it were, 
the law and medicine would be highly skilled trades, not professions. 

It is well for us from time to time to appraise the efforts of the 
accounting profession in applying to the public good the knowledge 
we gain from our day-to-day practice. Certainly we have improved 
our performance in this respect in recent years. One example, and 
probably the best known, is our continuing effort jointly with the 
Canadian Bar Association to iron out the inequities of taxation 
through studies and conferences which culminate in annual recom- 
mendations to the Minister of Finance and through our joint spon- 
sorship and administration of the Canadian Tax Foundation. 

Less well known are the efforts which have been and are being 
made to improve standards of financial reporting. We should not be 
surprised that they are less well known; for the average man on the 
street is acutely aware that there are some inequities in the tax sys- 
tem at the personal level, but he is sublimely ignorant of the import- 
ance to him of financial reporting by corporations which is accepted 
without question by investors. Yet, without it, the vast aggregations 
of capital which large-scale enterprises require could not have been 
raised, unless, of course, they were obtained through taxation or 
government borrowing as they must be in socialist and communist 
countries. 

Chartered accountants have a vitally important role in making 
our present economic system work. In our capacity as auditors we 
provide the independent opinion which assures the investor that the 
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statements fairly present the financial position and the results of op- 
erations and are not just a figment of someone’s imagination. Only 
occasionally does the accountant in practice have to cope with an at- 
tempt by a company to issue a misleading statement. More fre- 
quently the problems are those of clarification so that the readers will 
not be misled. Over the years every accountant in public practice has 
acquired a wealth of experience in what makes for a fair presenta- 
tion and this experience is usually gladly drawn upon by his clients 
in preparing their statements. 

Over the past 15 years the Canadian profession has made con- 
siderable progress in pooling this knowledge and making it available 
for all. In 1946 the first bulletin of the Accounting and Auditing 
Research Committee of the Canadian Institute of Chartered Account- 
ants was issued. It dealt with “Standards of Disclosure in Annual 
Financial Statements of Manufacturing and Mercantile Companies”. 
A few months later a second bulletin was issued dealing with the 
auditor's responsibilities in the case of prospectuses. Together these 
two bulletins set the standard of performance for financial state- 
ments included in prospectuses. 


The various succeeding accounting bulletins of the Accounting 
and Auditing Research Committee have also played their part in im- 
proving the standard of financial reporting. In addition the Cana- 
dian Institute has provided the Dominion-Provincial Conference on 
company law with a draft of recommended accounting and auditing 
provisions for the proposed uniform Companies Act. 


The Provincial Institutes have also made their contribution by 
recommending to provincial authorities changes in legislation which 
will more effectively achieve its objectives. For instance, a few years 
ago a committee of the Ontario Institute studied the accounting and 
auditing sections of the Ontario Securities Act, suggested various 
changes in the wording of the Act and outlined a proposed statement 
of policy which might be adopted by the Commission. The legisla- 
tion was enacted in 1956, and more recently the Commission has 
issued two statements, namely, a “Statement of Policy in respect of 
Financial Statements” and “Notes respecting Financial Statements”. 
The latter statement draws heavily on Bulletins Nos. 2 and 14 of our 
Accounting and Auditing Research Committee. 


As financing on a national scale requires a prospectus to be reg- 
istered in Ontario, the requirements of the Ontario Securities Com- 
mission are of interest to accountants in all provinces of Canada. For 
this reason, The Canadian Chartered Accountant has reprinted both 
of these statements in this issue. 


For the practising accountant, this publication will provide a use- 
ful reference when next he must deal with a prospectus. For all in 
the profession, it should serve to remind us that there are various 
ways in which we can apply our knowledge for the public good. 
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SOPOT ik ON 


57th CICA. Annual Conference Program 


HOTEL VANCOUVER, VANCOUVER, SEPTEMBER 13-16, 1959 


Monday, September 14 
MORNING 


Opening Ceremonies 
Chairman: President of the British Columbia Institute 
Speaker: W. S. OwEN, Q.C., 
President, Canadian Bar Association 


C.1L.C.A. President’s Report 


Joun L. HEtiiwe tz, F.C.A. 


Annual General Meeting of Members 


AFTERNOON 


Recruitment 

Chairman: W. I. HETHERINGTON, F.C.A., 

Gunn, Roberts & Co., Toronto. 
“Recruitment Problems — Real or Imaginary?” 
Speaker: W. J. Ayers, F.C.A., 

Sime, Ayers & Co., Toronto. 

A special showing of the new C.I.C.A. recruitment and public relations 
film “The C.A. in Canada”. 


Postgraduate Education for Chartered Accountants 
Chairman: F. T. Denis, C.A., 
Peat, Marwick, Mitchell & Co., Montreal. 
“Recent Developments in the United States” 
Speaker: Louis H. PENNEY, C.P.A., 
President, American Institute of Certified Public Accountants 
“What Other Canadian Professions Are Doing” 
Speaker: E. MicHaeL Howarrtn, M.A., 


Executive Secretary, 
The Canadian Institute of Chartered Accountants, Toronto. 


“What are the Objectives and the Field for the C.I.C.A.?” 


Speaker: LAwRENCE G. MAcPHERSON, F.C.A., 
Director, School of Commerce and Administration, 
Queen’s University, Kingston. 
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Tuesday, September 15 and Wednesday, September 16 


N.B. The sessions planned for Tuesday and Wednesday mornings provide an opportunity 
for members to select one of three major topics, and pursue a brief “study course” 
which will combine speeches, panel discussions and informal discussion groups extend- 
ing over the two days. All Wednesday sessions will be held at the University of 
British Columbia. 


Topic No. 1 — TAXATION i 


TUESDAY MORNING SESSIONS 
Part I — “Financial Estate Planning” 
A discussion of the case history, followed by a question period. 
Chairman: To be announced. 


Part II — “Review of the 1959 Amendments” 
Chairman: G. W. J. Carrer, C.A., i 
Carter, Reid & Walden, Vancouver ; 


WEDNESDAY MORNING SESSIONS i 
Part I — “Corporate Mergers” 
A panel discussion of methods and tax consequences of amalgamat- : 

ing two or more corporations. 


Chairman: CAMPBELL W. Leacu, C.A., 
McDonald, Currie & Co., Montreal. 


Short Papers: 
“Trends in Recent Judgments” 
“Credits for Foreign Taxes” 
“Interest and Other Costs of Borrowed Money” 
“Gift Tax” 
“Repeal of Foreign Business Corporations” 
Chairman: LANCELOT J. Smitu, F.C.A., 
Gunn, Roberts & Co., Toronto. 


Part II — “Tax Status of Non-Residents and Part-Time Residents” 
A panel discussion of the legislation and problems affecting in- 
dividuals and corporations. 
Chairman: Ratpu W. E. Ditworts, F.C.A., 
Clarkson, Gordon & Co., Toronto 


Topic No. 2 — ACCOUNTING AND AUDITING RESEARCH 


TUESDAY MORNING SESSIONS 


“Studies in Generally Accepted Accounting Principles” 
Chairman: H. I. Ross, C.A., 
Ross, Touche & Co., Montreal 
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Part I — Short Papers 
(a) “Inventory Valuation — The Meaning of Market” 
Miss GERTRUDE Mu tcany, C.A., 
The Canadian Institute of Chartered Accountants, Toronto. 
(b) “Bulletin No. 10” 
G. G. Ricuarpson, F.C.A., 
Clarkson, Gordon & Co., Toronto. 
(c) “Sale-Leaseback Financing” 
G. R. Fercuson, F.C.A., 
Thorne, Mulholland, Howson & McPherson. Toronto. 


Part II — Discussion Panel 
Members: D. J. Kesey, C.A., 
Helliwell, Maclachlan & Co., Vancouver. 
R. B. DaLe-Harnris, F.C.A., 
McDonald, Currie & Co., Toronto. 
W. H. Fiynn, C.A., 
Canadian Industries Limited, Montreal. 


WEDNESDAY MORNING SESSIONS 


“Independence of the Auditor” 


Chairman: T. A. M. Hutcuison, F.C.A., 
Peat, Marwick, Mitchell & Co., Toronto. 
Following an introduction by the chairman, all members will be assigned to dis- 
cussion groups. After coffee break, members will reassemble for panel report of the 
discussions of the various groups. 


Topic No. 3 - ACCOUNTING FOR MANAGEMENT 


TUESDAY MORNING SESSIONS 
Chairman: Wiirrep C. Cuick, C.A., 
Secretary and Assistant Treasurer, 
The Steel Company of Canada Limited. Hamilton. 
“What I Expect of My Comptroller or Treasurer” 
Speaker: James W. Kerr, 
President, 
Trans-Canada Pipe Lines Limited, Toronto. 
“Organizing the Reporting Function” 
Speaker: A. G. Rann, C.A., 
Vice-President (Finance) and Secretary, 
British Columbia Forest Products Limited, Vancouver. 
“The Challenge of Automation to the Accountant in Industry” 
speaker: G. H. CowpertuwarteE, C.A., 
Peat, Marwick, Mitchell & Co., Toronto. 
“Education for the Accountant in Management” 


Speaker: R. B. Taytor, F.C.A. 
Vice-President and Treasurer, 
The Steel Company of Canada Limited, Hamilton. 
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WEDNESDAY MORNING SESSIONS 


Simultaneous Group Discussions as follows: 
A. “Operations Research” 


Chairman: JoHN Rosexrts, 
Research and Development Division, 
The Consolidated Mining and Smelting Company of Canada Limited, 
Trail, B.C. 
B. “Credit Management” 
Chcirman: R. J. Darr, 
District Credit Manager, 
Canadian Industries Limited, Vancouver. 
C. “Budgetary Control” 
Chairman: Bruce C, W1.I1s, C.A., 
Vice-President, 
Payne-Ross Limited, Montreal. 
D. “Sales and Distribution Accounting” 
Chairman: H. ALLAN Dun op, C.A., 
Treasurer, 
The British Columbia Sugar Refining Co. Ltd., Vancouver. 
E. “Inventory Management” 
Chairman: P,. Ropert Cowan, C.A., 
Assistant Comptroller, 
Crown Zellerbach Canada Ltd., North Vancouver. 
F. “Direct Costing” 
Chairman: D. M. Witson, C.A., 
Comptroller, 
Canadian Chemical Company Limited, Edmonton. 
G. “Cash Management — Short Term Investments” 
Chairman: R. M. Tuomas, C.A., 
Treasurer, 
Hydro-Electric Power Commission of Ontario, Toronto. 
H. “Internal Auditing” 
Chairman: T. ALAN Humpuries, C.A., 
Internal Auditor, 
MacMillan & Bloedel Ltd., Vancouver. 


Wednesday Afternoon, September 16 


Closing Plenary Session at the University of British Columbia 


Chairman: Joun L. HELLIWELL, F.C.A. 
Speaker: Dr. N. A. M. MacKenzir, C.M.G., 
President, University of British Columbia. 








Personnel Administration 


JOHN J. CARSON 


THE History of the personnel func- 
tion goes back barely 50 years. The 
labour shortages of World War I, the 
growing attention by management to 
the welfare of employees and, most 
of all, the “scientific management” 
movement fathered by Frederick Tay- 
lor, led to what we know today as 
personnel administration. In subse- 
quent years, the spread of unionism, 
the great depression, government reg- 
ulations, the research of the social 
sciences and the labour problems of 
World War II all contributed to its 
growth. Today, there are thousands 
of personnel administrators scattered 
throughout Canada with titles rang- 
ing all the way from personnel as- 
sistant to vice-president. 

As a young profession, personnel 
administration is still loosely defined, 
with variations from company to 
company. Probably the most quoted 
definition is that of Thomas G. Spates, 
a former vice-president of the General 
Foods Corporation: “Personnel ad- 
ministration is a code of the ways of 
organizing and treating individuals at 
work so that they will get the greatest 
possible realization of their intrinsic 
abilities, thus attaining maximum ef- 
ficiency for themselves and_ their 
group and thereby giving to the en- 
terprise of which they are a part its 


determining competitive advantage 
and its optimum results.” 

Stripped to its essentials, this defi- 
nition sets forth two objectives of 
the personnel function: (a) the de- 
velopment of the individual and (b) 
the overall good of the organization. 
The skilful personnel practitioner 
keeps these two objectives constantly 
in mind and in balance. 


It is perhaps well to point out that 
personnel administration today is not 
restricted to factories and wage earn- 
ers. It is also found in offices, sales 
departments, laboratories and in the 
ranks of management itself. In fact, 
wherever a group of people are 
gathered together for the purpose of a 
coordinated effort, the need for per- 
sonnel administration exists. This is 
as true of the government, armed 
forces and non-profit institutions as of 
business. 


Definition of Terms 

Two other terms are commonly 
thought of in connection with person- 
nel administration: labour relations 
and industrial relations. Sometimes, 


1 “An Objective Scrutiny of Personnel Ad- 
ministration”, p. 9, American Management 
Association, Personnel Series, No. 75, 
New York, 1944. 
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all three terms are used interchange- 
ably, but should be distinguished one 


from another. 


Labour relations refers to the rela- 
tions between management and or- 
ganized labour. Its subject matter 
includes the negotiation of contracts 
and the day-to-day relationships with 
union stewards and business agents in 
the handling of differences arising un- 
der the contract. In some companies, 
this is a specialized function sep- 
arate from personnel administration; 
in others. the two are combined. 
If the two are divorced, however, 
there is a risk of developing a split 
personality in an organization. The 
personnel administrator, whose ob- 
jective is assisting management to get 
more effective results with people, 
cannot neglect the possibility of con- 
structive relationships through unions. 
Similarly, the labour relations special- 
ist must not lose sight of the fact that 
he is dealing with individuals even 
though they may wish to bargain col- 
lectively. 

Industrial relations covers both la- 
bour relations and personnel adminis- 
tration but it has been largely con- 
fined to “private industry”. Person- 
nel administration is more universally 
understood and is applicable to all 
organizations whether public or pri- 
vate, unionized or non-unionized. 


Role of Personnel Administrator 


The personnel administrator is 
clearly a staff official. He should re- 
port directly to the chief executive or 
general management level of the or- 
ganization and should not issue or- 
ders to members of the line organiza- 
tion or to employees (except within 
his own department). Instead, he 


should advise the president and other 
top executives on good personnel 
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policies and on their consistent ap- 
plication throughout the organization. 
He may initiate the formulation of 
personnel policies but should not be 
given the final authority to establish 
them. 


When he disagrees with line offi- 
cers and supervisors about personnel 
methods or with their interpretation 
of company policy, he should not at- 
tempt to exercise direct authority 
over them. If he cannot persuade 
or convince the line official of the wis- 
dom of his approach or of his interp- 
retation of policy, he should report 
the disagreement to the man’s super- 
visor or to the chief executive. He 
may thus perform a control or “in- 
spection” function for the president 
who, it is assumed, desires consistent 
observance of company policies and 
good personnel practices. 


If he is to win the confidence and 
cooperation of lower-line manage- 
ment, the personnel administrator 
must exercise this control function 
sparingly. Persuasion is his tool, and 
his personality should be the kind 
that makes other officials want to 
work with him rather than against 
him. If he has any “authority”, it 
is that of established personnel poli- 
cies and procedures and of his 
specialized knowledge. 


The relationship between the per- 
sonnel department and the line or- 
ganization has been summarized 
thus: “The activities of the personnel 
department are directed toward mak- 
ing line control of the human element 
stronger and more effective, not to- 
ward usurping that control. In short, 
the personnel staff recommends, co- 
operates and counsels while line man- 
agement actually adopts and applies 
the policies, techniques and proced- 
ures in its operations. It has been re- 





PERSONNEL ADMINISTRATION 


peatedly affirmed that, no matter how 
capable the members of the person- 
nel staff may be, no matter how ex- 
cellent the plan on which their activi- 
ties are based, the personnel program 
cannot be successful unless the line 
organization is ‘doing a good person- 


2% 


nel job at the work bench’. 

Thus the success of the personnel 
administrator in any organization 
should be measured by the extent to 
which he has helped the line officials 
to become good administrators of per- 
sonnel. 


Functions of Personnel Administrator 


The principal functions of the per- 
sonnel administrator can be summar- 
ized as follows: 

1. To advise and counsel the line 
organization on all matters relat- 
ing to the work force whether as 
individuals or in groups. 

2. To diagnose the stability or 
morale of the organization by 
means of various “yardsticks” of 
teamwork such as production, ab- 
senteeism. accidents, labour turn- 
over, complaints and grievances. 
From this continuing research, he 
can inform management of actual 
or potential difficulties that may 
require their joint attention. 

3. To provide personnel procedures 
and services, such as recruitment, 
selection, induction, training, wage 
and salary administration, welfare 
program. safety education, etc., 
as an aid to the line organization. 

This last group of functions are 
normally considered to be the “bread 
and butter” of personnel administra- 
tion. The following are some of the 


2 “How To Establish and Maintain a Per- 
Management Association, Research Re- 
sonnel Department”, pp. 12-13, American 
port 4, New York, 1944. 
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services under the functions which 
one might expect to find in a well 
developed personnel department. 


1. RECRUITMENT, SELECTION AND 

PLACEMENT 

Centralized hiring _ procedures, 
properly conceived and administered, 
are a complement to and not an in- 
vasion of the line supervisor’s respon- 
sibilities. He should retain the right 
to accept or reject the applicant sent 
to him by the personnel department, 
but, since he ordinarily has neither 
the time nor the specialized skill to 
perform the recruitment and selection 
process himself, he can benefit by the 
assistance of a central staff agency. 
The personnel administrator main- 
tains continuous contact with a wide 
range of recruitment sources. He is 
trained in the techniques of inter- 
viewing, testing, reference checking 
and the objective assessment of quali- 
fications against job requirements. In 
addition, he has an awareness of the 
organization’s overall manpower pic- 
ture which no individual supervisor 
could possibly have. 


2. INDUCTION AND TRAINING 
Employee induction and training 
are important in building an effective 
work team. They are not separate 
from the job of getting out produc- 
tion but are part of it and hence a 
responsibility of line management. 
Generally, however, the personnel ad- 
ministrator is given a broad responsi- 
bility for assisting the line organiza- 
tion in the development of both in- 
duction and training programs. His 
special contribution in this field 
should be his understanding of how 
people learn and his own ability to 
train instructors. In the case of train- 
ing programs which cut across de- 
partmental lines, the personnel de- 
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partment is usually the most con- 
venient coordinating agency and, in 
such instances, may actually adminis- 
ter the program. 


8. PERFORMANCE RATING AND 
PROMOTIONS 

When an employee has been select- 
ed, hired, placed, inducted and 
trained for a particular job, he is en- 
titled to know from time to time how 
he is measuring up to expected stand- 
ards of performance. His supervisor 
is responsible for giving him this in- 
formation. The prospect of advance- 
ment is also important to most em- 
ployees. They want to know what 
they can do to improve their per- 
formance and to prepare themselves 
for better jobs. A sound promotion 
policy is therefore a vital part of the 
personnel program, and an acceptable 
employee-rating plan may be an im- 
portant aid in the administration of 
this policy. 

Like so many parts of the personnel 
program, employee rating is ultimate- 
ly a line responsibility to be met with 
the assistance of the personnel admin- 
istrator. Here his function is to en- 
sure that the raters are well trained 
and convinced of the value of rating. 
He should also see that the rating in- 
terviews are handled properly and 
that the results are honestly used for 
constructive purposes. 

In the field of promotion, he will 
endeavour to have sound promotion- 
al policies established and to advise 
the line organization on the fair 
implementation of the policies. His 
awareness of the company’s overall 
manpower resources should prove in- 
valuable. 


4. WacGE AND SALARY 
ADMINISTRATION 
Fair wage and salary policies and 


consistent internal wage and salary 
relationships are vital to the success 
of any personnel program. The per- 
sonnel administrator, therefore, is 
interested in such policies, as well 
as in the procedures that implement 
them. As an adviser to top manage- 
ment in policy formulation and as one 
who assists the line organization in 
developing and utilizing effective pro- 
cedures, the personnel administrator 
is concerned with the following as- 
pects of the wage and salary ques- 
tion: 


(a) The general level of wages and 
salaries in the firm as compared 
with levels in competing firms in 
the area or in the industry. 

(b) The methods of establishing and 
maintaining satisfactory internal 
relationships between the earn- 
ings on each job and for advanc- 
ing individuals within rate 
ranges. 

(c) The methods of wage payment, 
by time or by output, and char- 
acteristics of a good wage in- 
centive plan. These aspects of 
wage and salary administration 
cannot be left to chance or to the 
shifting pressures of the labour 
market. 


No single factor in the whole field 
of personnel administration does 
more to break down morale than un- 
just inequalities in the wage rates 
paid to different individuals in the 
same labour group within the same 
plant. Depending upon the type of 
industry and the philosophy of the 
trade union where such exists, a pro- 
gram of job evaluation seems to be 
the soundest approach to these prob- 
lems. 

A well-developed plan of job 
evaluation has clear advantages in 
achieving a rational and consistent 
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internal wage and salary structure. 
If key job rates are carefully kept in 
line with market rates on similar jobs, 
the firm’s general wage level will also 
be satisfactory. 

The responsibility of the personnel 
department for wage and salary ad- 
ministration is largely an advisory 
and service responsibility. The per- 
sonnel administrator will play a major 
role in developing the plan to be used 
and in instructing line officials how it 
should be applied. He should avoid 
assuming final responsibility for the 
evaluation of jobs or the setting of 
rates. These should more properly 
be done by a committee to ensure 
company-wide consistency and ac- 
ceptance. 

Methods of wage payment and the 
installation of wage incentive plans 
have frequently been the special con- 
cem of industrial engineers. The 
human problems that arise in con- 
nection with wage incentive plans, 
however, are so important that the 
personnel administrator should be 
able to help in these matters. He 
should be familiar with the different 
circumstances under which time and 
output methods of payment are ap- 
propriate, as well as with the require- 
ments of a good incentive system and 
the problems in changing incentive 
rates. With his skill and experience in 
similar situations, he may be expected 
to contribute an answer to the key 
question “How can employee and 
union acceptance be secured?” 


5. EMPLOYEE WELFARE AND SERVICES 

The administration of employee 
welfare plans is one of the earliest 
functions that we find in personnel 
departments. With the growth of 
fringe benefits, this became a major 
activity. The personnel administrator 
must constantly examine his work 
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load lest he become involved in 
administrative duties that could just 
as well be performed by the pavroll 
department or others. His prime re- 
sponsibilities in the field of employee 
welfare are to advise line manage- 
ment on the need for various em- 
ployee services, the way in which 
they should be provided and when 
and how they should be introduced. 

His major task is the development of 

a sound company philosophy regard- 

ing welfare plans and employee ser- 

vices. 

Management depends on workers 
as partners in the joint enterprise and 
as fellow members of the company 
community. It therefore wishes to do 
its share in supporting the principle 
of mutual responsibility by helping its 
employees to help themselves in 
meeting certain fundamental needs. 

With the aim of doing this in a wav 
that endangers neither the company’s 
financial status nor the emplovee’s 
self-respect, the welfare or service 
program should be subject to the fol- 
lowing conditions: 

(a) Each service shall be to the long- 
term advantage of both manage- 
ment and workers. 

(b) Workers and their union repre- 
sentatives shall have a share in 
planning each service and in the 
cost of its upkeep — in money, 
time or effort. 

The personnel administrator who 
can effectively establish this point of 
view throughout the organization 
will make an even more significant 
contribution than he does in_ his 
efficient administration of the pension 
plan, the cafeteria or the bowling 
league. 


6. HEALTH AND SAFETY 
The well-rounded personnel pro- 
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gram will be vitally concerned with 
both employee health and safety. The 
general policy should be manage- 
ment’s broad objective that the plant 
be a safe and sanitary place to work. 


The World Health Organization 
has defined occupational health as 
follows: 

“Occupational health should aim 
at the promotion and maintenance 
of the highest degree of physical, 
mental and social well-being of 
workers in all occupations; the pre- 
vention amongst workers of de- 
partures from health caused by 
their working conditions; the pro- 
tection of workers in their employ- 
ment from risks resulting from fac- 
tors adverse to health; the placing 
and maintenance of the worker 
in an occupational environment 
adapted to his physiological and 
psychological equipment and, to 
summarize, the adaptation of work 
to man and of each man to his 
job.” 

From this definition, it will be seen 
that the company’s medical services 
should be integrated into the overall 
personnel program. For this reason, 
the personnel administrator must as- 
sume a coordinating responsibility for 
the health function. It should be re- 
cognized, however, that the doctor 
and nurses who provide the medical 
services have their own professional 
code of ethics, and the personnel ad- 
ministrator cannot intrude on the 
doctor-patient relationship. The area 
of partnership between the personnel 
and medical departments covers such 
things as employment standards, 


working conditions, health education, 
workmen’s compensation, health in- 
surance and counselling. 


In the field of safety, there is also 


a need for partnership between the 
personnel administrator and_ the 
safety officer. In some small com- 
panies, the two functions are perform- 
ed by one individual, but in most or- 
ganizations the task of preventing ac- 
cidents is sufficiently important to 
warrant specialist attention. Like the 
personnel administrator, the safety 
director is a staff official who depends 
for his success largely on being an 
effective exponent of ideas that carry 
weight because they are valid and 
useful. In certain situations, he may 
have to give direct orders to suspend 
an operation if he observes a hazard- 
ous condition that threatens the im- 
mediate safety of an employee. If he 
is wise, however, he will use this 
authority only as a last resort. 


The safety department and the per- 
sonnel department come together in 
the field of safety education in the 
detection of accident proneness and 
in their joint concern for the overall 
welfare of the work force. 


Summary 

Personnel administration is still a 
young profession, so young that its 
name has not even been generally 
agreed upon. 


Out of the trial and error period of 
the past 50 years, certain policies, 
procedures and principles relating to 
people at work have emerged to be 
the tools with which the personnel 
administrator goes about his job of 
helping the line organization to be- 
come good administrators of person- 
nel. 


It is perhaps still too early to dig- 
nify personnel administration as a 
profession, but it is certainly moving 
in a professional direction. 
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The American Approach 
to Management Services 


SAMUEL A. MARTIN, C.A. 





THE PURPOSE OF THIS paper is two- 
fold. The first aim is to present a 
summary of the approach towards 
management services presently taken 
by some of the largest CPA firms 
in the U.S.A., and that recommended 
by the Committee on Management 
Services by CPAs of the American 
Institute of Certified Public Account- 
ants. The second purpose is to point 
out those areas which are still under 
discussion within the American pro- 
fession and which are the subject of 
continuing study by the American 
Institute of Certified Public Account- 
ants. It is hoped that this informa- 
tion will be of some value to Cana- 
dian practitioners who are confronted 
with similar considerations as they 
undertake management consulting 
work in their own practice. 


Definition of Management Services 


No concise definition of this term 
seems to be available within the pro- 
fession at this time, but the American 
Institute, in its official bulletin on 
Management Services by CPAs, gives 
a comprehensive discussion of the 
term, part of which follows: 


“The term ‘management services’ 
includes, but is not restricted to, 
assisting the client in problems of 


managerial accounting, e.g. report- 
ing, budgeting, cost accounting, 
cost analysis, and operating cost 
control. It also includes the prob- 
lems of office operation and office 
equipment. 


“Management service by CPAs 
tend to originate in connection 
with accounting records and prob- 
lems, but often lead into areas 
which are related to the problem 
under consideration but not direct- 
ly related to accounting. The in- 
ternal use of accounting is only one 
part of overall business manage- 
ment, and well rounded advice to 
management must consider all as- 
pects of the management task. The 
services, then, may often appear to 
be unrelated to accounting, es- 
pecially where the CPA and his 
staff members have had experience 
and training in other fields of busi- 
ness and management.” 


The bulletin goes on to list ex- 
amples of areas of management ser- 
vices which have been performed by 
CPAs. In all, the list covers ten areas 
classified according to the major func- 
tions of business management — gen- 
eral management, finance, production, 
sales, office management, purchasing, 
traffic and transportation, personnel, 
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research and development, and other 
professional services. The examples 
of services performed given under 
each of these headings are sufficiently 
detailed so as to indicate that a wide 
breadth of services fall within the 
present meaning of the term manage- 
ment services. For example, the fol- 
lowing sub-titles are listed under the 
heading of general management: 


General management: objectives 
and policies 

Organization 

Management controls: system of 
internal reporting; cost and ex- 
pense controls; budgetary con- 
trol 

Special investigations: purchase or 
sale of business. 


The bulletin also states that the 
“Performance of many management 
services, however, will involve the 
fundamental steps of: (1) fact gath- 
ering, (2) analysis, (3) recommenda- 
tions, (4) assistance in putting the 
recommendation into effect, where 
that is desired by the client.” One 
can readily appreciate that in order 
to properly formulate company “ob- 
jectives and policies”, the consultant 
would be required not only to fam- 
iliarize himself with every major as- 
pect of his client’s operations, but also 
to make himself aware of competitor's 
strengths and weaknesses, the trends 
in the client’s industry and related in- 
dustries, and the general condition 
and prospects for the economy as a 
whole — a formidable task and one 
which requires broad education, 
training and experience. 


The large American accounting 
firms appear to be entering the man- 
agement services field in varying de- 
grees of participation, although most 
are endeavouring to extend them- 
selves even further than where they 


stand at present in the field. The na- 
tional firm that is recognized as hav- 
ing been the earliest and gone the 
farthest in offering management ser- 
vices to its clients presently offers ad- 
vice not only in the fields outlined in 
the Institute’s bulletin, but in the 
areas of “revision of plant layouts and 
production methods, installation of 
quality control procedures, and mar- 
keting administration”. These _ ser- 
vices are far removed from those 
which are generally considered the 
bailiwick of the public accountant. 


On the other extreme, another 
prominent national firm confines its 
consulting services to those areas 
that pertain directly to accounting, 
office management and financial mat- 
ters. Apparently this firm does not 
feel that it can properly render ad- 
vice in areas of production and sales 
at this time. This decision is based 
more on the partners’ present phil- 
osophy of what constitutes the proper 
scope of services for a public account- 
ing practice, rather than their inabil- 
ity to hire a consulting staff qualified 
to render these varied services. Be- 
tween these two extremes, the re- 
maining national firms seem to be 
staffed to offer services of varying 
breadth and frequency. 


Guidance by American Institute 


As a means of guiding practitioners 
in developing the scope of services 
offered in the field of management 
services, the Executive Committee of 
American Institute of Certified Pub- 
lic Accountants established in 1953 a 
10-man committee on Management 
Services by CPAs for the purpose of 
studying and disseminating informa- 
tion in this area. This committee 
proceeded to gather member opin- 
ions, analyze and classify the scope 
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of services, and set forth Institute 
policy in the management services 
area. By October 1956, the commit- 
tee had grown to 12 members and 
had compiled a tentative “Classifica- 
tion of Services” which was intended 
only to be a draft bulletin for dis- 
tribution to Institute members for 
comment and revision. The mailing 
of the classification stimulated a great 
deal of interest among members of 
the accounting profession, and the 
committee received many helpful 
comments expanding or narrowing 
the subdivisions of this bulletin. In 
October 1957, they were able to pre- 
pare the revised bulletin entitled 
“Management Services by CPAs”, re- 
ferred to previously, which summar- 
izes the position of the American In- 
stitute with regard to this aspect of 
the profession and lists examples of 
areas of management services pres- 
ently being performed by some CPAs. 
The bulletin indicates the latitude al- 
lowed the individual members of the 
profession in choosing the scope of 
their professional services: 


“This pamphlet is intended to 
encourage those in the profession 
who have the requisite desire, in- 
itiative, and abilities to make them- 
selves competent to render approp- 
riate management service; but at 
the same time it is intended to dis- 
courage the undertaking of services 
which cannot be performed satis- 
factorily under the existing circum- 
stances. Each individual (or firm) 
must decide for himself how far he 
wishes to progress in this field.” 


Thus, the committee clearly leaves 
the question of (1) scope of manage- 
ment services offered, (2) standards 
of competency in these areas entirely 
in the hands of the individual mem- 
bers. To be specific, should a firm 


decide that one or several of its mem- 
bers is competent to advise manage- 
ment on, for example, the economic 
justification of additional plant and 
equipment, it would be entirely prop- 
er professionally for it to engage in 
this work. The only requirement so 
far seems to be whether or not the re- 
cipient of these services is satisfied 
with the competency of the consult- 
ant. 


In the meantime, the AICPA com- 
mittee continues to study the problem 
of developing a firm policy for prac- 
titioners to follow in this area. Roger 
Wellington, chairman of this commit- 
tee, gives an excellent account of its 
progress, objectives and current pro- 
gram in a recent letter to the presi- 
dents of state societies of CPAs. Mr. 
Wellington outlines the purpose and 
objectives of the committee as fol- 
lows: to encourage the development 
of professional competence in the 
area of management services; to study 
special problems such as education 
and preparation, ethics, administra- 
tion of this kind of practice, special- 
ization and accreditation, professional 
referral; to promote the extension of 
management services; to encourage 
publicity through magazine articles 
on those services which the CPA is 
qualified to perform, to prepare and 
gather case studies and _ perhaps 
write a book on management services. 


As this letter implies, professional 
libraries are at this time devoid of 
case books, texts, and other reference 
material on subjects such as educa- 
tion and preparation, ethics, adminis- 
tration, professional referrals, and so 
on, pertaining to the practice of giv- 
ing management advice. It remains 
to be seen how quickly the individual 
members of the public accounting 
profession respond to the request to 
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record their experiences and develop 
philosophies for the guidance of fel- 
low practitioners. The committee 
recognizes that the major accounting 
firms have developed their thinking 
and policy regarding this subject to 
a more refined state than has the 
smaller practitioner, or even the 
AICPA itself, and therefore is nat- 
urally looking to these influential 
members for leadership in develop- 
ing professional policy. 


The Problem of Independence 

Fundamental to any discussion on 
the question of management services 
seems to be whether or not a prac- 
titioner can render these management 
services and still retain his independ- 
ence as the client’s auditor. A state- 
ment by a prominent member of the 
profession clearly indicates the pres- 
ent controversy: 


“Some say that for the account- 
ant to participate actively and di- 
rectly in management and make 
management decisions, as he could 
be led to do in this sort of work, 
would raise serious doubts con- 
cerning his independence when it 
came to auditing and giving his 
opinion as to financial statements 
for the same client. There are 
some who say that he cannot be 
both independent and_ perform 
management services for the client 
at the same time. However, he 
does face this kind of problem con- 
tinually in his present tax work, 
and when he gives his clients ad- 
vice on how they should handle 
particular accounting problems. 


The important thing is that he 
must not put himself in a position 
where he has any selfish interest 
in or cannot maintain an objective 


attitude toward the financial state- 

ments of his clients.” 

The prevailing opinion among prac- 
titioners as well as their clients seems 
to be that because of the rigid self- 
imposed standards that the account- 
ing profession has maintained in the 
past, a public firm can handle both 
types of work without damage to its 
independent status. The question is 
not settled, however, nor is it likely to 
be entirely so until some standards 
are established and the members of 
the profession are able to integrate 
management services within their 
firms as they have done with income 
tax services. 


Qualifications and Standards of ~ 
Competency 

While the feeling is that members 
of the profession will not attempt en- 
gagements that would damage their 
own or the profession’s reputation, 
the question of qualifications and a 
recognized standard of competency 
is being given serious study by the 
Committee on Management Services 
by CPAs and by thoughtful members 
of the profession, but the problems 
involved in determining such stand- 
ards are formidable. As an example 
of the difficulty of this task, the As- 
sociation of Consulting Management 
Engineers, which is the recognized 
professional body for “pure” consult- 
ing organizations, has been unable to 
establish a measure of competence for 
their members even though they have 
been studying the problem a great 
deal longer than the American Insti- 
tute. “We are talking about post- 
graduate work for CPAs in the area 
of management services,” said Roger 
Wellington, chairman of the Com- 
mittee on Management Services by 
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CPAs, “but setting the standards is 
most difficult.” 


As a further indication of the mag- 
nitude of this problem, a staff mem- 
ber of the AICPA, who has worked 
closely with the Committee on Man- 
agement Services by CPAs, stated, “It 
will probably take more than ten 
years before the Institute attains 
specialist certificate status for man- 
agement services.” However, the in- 
dications are that some formal stand- 
ards will eventually be adopted, and 
it would seem that farsighted mem- 
bers of the profession would equip 
themselves as well as possible to meet 
these standards when they are impos- 
ed. The report of the Commission 
on Standards of Education and Ex- 
perience for Certified Public Account- 
ants published in 1956 gives some in- 
dication as to the thinking of some 
members of the profession as to the 
possible future trend of the educa- 
tional requirements for the CPA cer- 
tificate, and may very well be the 
basis for establishing educational 
standards in the future. 


In the meantime, practising public 
accountants have established certain 
criteria which they use when hiring 
consultants for their MS division. A 
prominent CPA and management 
consultant stated the following to be 
attributes he would desire to see in 
an “ideal” man employed in his MS 
group. The individual should have 
been recruited from the general man- 
agement group of a company, and he 
should have had considerable broad 
business experience. He must exhibit 
a relatively high level of education 
not necessarily acquired by any one 
particular method. He should not 
specialize in any one field since it is 
difficult to keep him busy within a 
narrow area in consulting work. The 


individual must exhibit imagination, 
drive, and self-starting ability, a fa- 
cile mind, and an ability to grasp 
quickly the import of and implica- 
tions involved in new situations. His 
ability to express himself orally and 
in writing should be well above or- 
dinary, and he must have a pleasant 
personality. On top of this, he is 
preferred if he is single, due to the 
great amount of time spent on out- 
of-town assignments, and he should 
be in his middle 30s (a man possess- 
ing all the other above mentioned 
characteristics would be a _ highly 
valuable asset to any business, and if 
much older than 35 would be ex- 
tremely expensive to hire). As stat- 
ed above, these are characteristics 
which are desired in the ideal con- 
sultant, but it is extremely difficult to 
obtain men who qualify in all of the 
above respects. 


Other CPA firms which offer MS 
have outlined nearly similar require- 
ments for individuals who are en- 
gaged in consulting. In stating these 
characteristics they recognize the 
danger inherent in generalization or 
“typing”, but they also feel that the 
majority of men engaged in consult- 
ing work do possess many of the 
above traits or attributes. 


Partners of firms presently expand- 
ing their MS division almost unani- 
mously agreed that a minimum edu- 
cational requirement for a consultant 
is a bachelor’s degree. While none 
of the firms contacted insisted upon 
it, there seemed to be a preference 
for a heavy background in the hu- 
manities, or liberal arts subjects in the 
college education of a consultant, ra- 
ther than even an accounting major. 
In view of the very frequent social 
contact and interaction with others 
demanded of a consultant there ap- 





120 THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1959 


pears to be good reason for consider- 
ing this background to be valuable. 


In endeavouring to discover men 
with the desired characteristics most 
large firms spend considerable time 
and money testing and selecting men 
for positions as management consult- 
ants. In fact one firm pays $12,000 
per year to a management recruiting 
organization for the testing and 
screening of candidates for 12 
openings per year with the firm. A 
man is rarely hired before he has un- 
dergone a strenuous series of inter- 
views with upwards of three or more 
partners or managers, and has taken 
a battery of psychological and intel- 
ligence tests. 


Source of Consulting Personnel 

To find the men possessing these 
desirable characteristics, accounting 
firms generally use many sources, 
such as: personal reference within the 
firm; professional recruiting agencies 
with files on qualified candidates; un- 
solicited approaches by businessmen 
who are seeking a change and the 
challenge of consulting work; quali- 
fied men on the audit staff of the 
firm; and occasionally graduate col- 
lege placement offices. 


Most firms contacted seemed to 
transfer very few men from the audit- 
ing division into MS, although one 
of the major firms with a small MS 
division followed a split policy in 
this respect. All consultants in their 
eastern division were recruited from 
outside sources, whereas most of the 
men doing consulting in the western 
division came originally from the au- 
diting staff. There seem to be several 
very strong reasons for not shifting 
men from auditing to consulting work 
within a firm. First, MS work dif- 
fers in many respects from the usual 


tax and audit work of the CPA, and 
since the majority of CPAs have de- 
voted their time to this tax and audit 
work, they consequently have not de- 
veloped and qualified themselves for 
the more varied aspects of manage- 
ment consulting. As stated by one 
engaged in MS work, “In this kind 
of work the ability to evaluate, deal 
with, persuade people, and under- 
stand how they work or do not work 
together, is very important in appre- 
ciating how a business operation is 
or can be controlled. Facts and re- 
ports are only one link in the chain 
of control. The more important and 
vital parts of this chain consist of 
planning and action taken by and 
through human beings.” He then 
went on to strongly imply that many 
of the men engaged solely in audit 
and tax work, because of personality, 
training, and background, are not 
able to fulfil the above requirement. 


Secondly, the supply of competent 
men in auditing work is critically 
short. Partners are reluctant to trans- 
fer trained and qualified senior staff 
men from auditing work, because it 
is extremely difficult to replace these 
men. 


Relatively few young men are re- 
cruited directly from colleges and 
graduate schools for MS work. This 
is so because, by its nature, the work 
requires men of experience, judgment, 
and ability to deal with people. 
Therefore, there are relatively few 
assignments where junior staff men 
can be used to any great extent and 
thereby become trained on the job. 


A great many of the men compris- 
ing the MS staffs of public account- 
ing firms have originally come from 
large corporations or consulting firms. 
Their management experience could 
have been acquired in any aspect of 
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the business, ranging from salesman 
to president, and they may have as 
much as 20 years experience be- 
fore becoming a consultant, although 
generally they have much less. This 
experience is valuable in acquiring 
the feel of an organization, from the 
point of view of the persons making 
the decision, executing the action, and 
then living with the consequences of 
the action. An appreciation of man- 
agement’s position is considered essen- 
tial for a person who is asked to ren- 
der advice to management, and the 
length of time required to develop 
this sensitivity again depends on the 
individual. 


Relative Importance of MS Division 


It was previously stated how far 
the major firms have expanded the 
scope of their services in the manage- 
ment services area. Let us now place 
in perspective the size of the consult- 
ing division in comparison with the 
size of the remainder of the firm. The 
national CPA firm which was referred 
to earlier as offering the widest scope 
of management services states that it 
has over 200 specialists devoting full 
time to this type of work. On the 
other extreme, an indication of the 
relatively small size of the MS group 
attached to the New York office of 
another national firm that formally 
organized its MS division as lately 
as 1953 can be seen from the follow- 
ing statistics: 

MS full-time employees cba ole 

Audit and tax full-time employees 300 


This same firm hoped to add one 
man per month to the MS division 
over the next year, which would 
mean a 100% increase in staff in little 
less than one year. Unquestionably 
this rate of growth is higher than that 
of the audit and tax divisions, and if 
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it continues should provide some in- 
teresting opportunities for those em- 
ployees hired during the early years. 
While the rate of growth of the MS 
division is very high, one must not 
lose sight of the fact that in terms of 
numbers of employees the MS divi- 
sion is still in most cases a small seg- 
ment of the total firm. However, 
accountants seem generally optimistic 
about the prospects for future growth 
and long range opportunities for the 
consulting division. In addition to 
the strong demand for services which 
exists now, many accountants feel 
that there is a great deal of potential 
business that might be obtained if 
they promote the management ser- 
vices among their clientele who now 
may be unaware of all the services 
available. 


Organizing Internally for MS 

The organization and control of 
the consulting staff within the CPA 
firm has evolved into a logical and 
natural pattern of administration. 
When the firm’s management services 
division was small, there was little 
need for an elaborate organizational 
structure to coordinate the activities 
of a few consultants. As the number 
of consultants within the firm grew 
however, and MS divisions were es- 
tablished in regional offices, the need 
for leadership and coordination be- 
came apparent. It was necessary to 
insure that the consultants in all re- 
gions shared the same professional 
philosophy toward management ser- 
vices and that the scope of manage- 
ment services offered was reasonably 
consistent across the country. 


A number of organizational struc- 
tures were used to achieve this inte- 
gration. The following study illus- 


trates the “chain of command” chosen 
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by one national firm, which recently 
spent considerable time in develop- 
ing the plan best suited to their 
needs. This firm regards the MS di- 
vision as a separate unit, as distin- 
guished from the tax and audit di- 
vision. Not only did the consulting 
group occupy a separate physical 
area within the firm’s office, but the 


division kept separate cost records, 
rendered separate bills to the client, 
and was administered by one part- 
ner in the executive office who co- 
ordinated the functions of none but 
the members of the consulting staff. 


Schematically, the lines of author- 
ity within the firm appear as follows: 
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Executive 
Partner in 
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Division 
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Senior Partner 
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The executive partner in charge of 
management advisory services is re- 
sponsible for coordinating the con- 
sulting practices in each of the re- 
gional offices to ensure that methods 
and policies are consistent through- 
out the firm. Day-to-day practising 
decisions are made by the practice 
office senior partner. 


This firm has divided the country 
into six geographical regions. Within 
the major practice office in each re- 
gion is established a team of manage- 
ment consultants who make their ser- 
vices available to all the other prac- 
tice offices in the region. For ex- 
ample, the consulting division of the 
New York practice office offers MS 
services to practice offices located in 
Rochester, Buffalo, Newark, Boston, 
Philadelphia and New Haven. Re- 
quests for management advice origin- 
ating from each of these offices are 
relayed to the New York office and 
a representative from the New York 
MS division is assigned to conduct 
that particular engagement. 


This regional system was adopted 
by this firm for a number of reasons. 
First, management consultants agree 
that they are most effective when 
working in teams or groups. In ini- 
tial stages of development each office 
may not have the volume of consult- 
ing work to keep such a team fully 
employed, and to maintain them 
would be uneconomic. Secondly, 
from a purely administrative point of 
view it is easier to coordinate the ac- 
tivities of a small number of regional 
groups than a large number of indi- 
vidual consultants. Finally, the re- 
gional pattern imposes a limitation on 
the amount of travel the consultant is 
required to do, since only in unusual 
circumstances will he be asked to 


travel beyond his region. This firm 


hopes eventually to establish consult- 
ing teams in each of their offices 
across the country, as demand for ser- 
vices grows and more qualified con- 
sultants become available. 


Consultant’s Status within the Firm 


Apparently the degree of import- 
ance attached to the function of man- 
agement advisory services varies 
considerably between firms. At one 
end of the spectrum are those firms 
which place such emphasis on their 
consulting activities that they include 
the phrase “management consultants” 
under the firm name when publish- 
ing their professional “cards”. Other 
large firms make relatively little pub- 
lic mention of their consulting ser- 
vices, even though they have a staff 
equipped to handle almost any con- 
sulting request. Still others are quite 
outspoken in their belief that account- 
ants should not represent themselves 
as management consultants, but 
should confine their activities to ac- 
counting, finance, and control, insofar 
as possible. Undoubtedly, the atti- 
tude prevailing among the partners 
at the top level of the particular firm 
will determine the degree of import- 
ance and prestige granted the con- 
sulting staff. However, even among 
those firms that tend to confine 
their management services to those 
areas closely related to accounting 
and finance, there is indication that 
the consultants are regarded at 
least equal in importance to the audit 
staff in terms of status and potential 
opportunity. “There is no good rea- 
son why an employee could not rise 
to the top of this firm through work- 
ing in the MS division,” claimed the 
partner of one of the national firms 
whose consulting services are in the 
narrower category. However, one of 
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the requisites for partnership within 
this firm, as with most other nation- 
al accounting firms, is that the indi- 
vidual be a certified public account- 
ant. They make no other specifica- 
tion or restriction as to background 
required. 

Just how the accountant-consultant 
is regarded by his colleagues in the 
audit and tax departments of the pub- 
lic accounting firm is at this point dif- 
ficult to pin down. Some staffmen 
admired the seemingly wide range 
of interesting assignments performed 
by the consultants within their firm, 
while the majority of men contacted 
admitted that they lacked the knowl- 
edge necessary to render an opinion 
regarding the consultants. 


Conclusion 


On the basis of the research for 
this paper there seems to be little 


doubt that management services are 
an established and growing function 
in the major public accounting firms 
in the United States. Just as in Can- 
ada, however, the profession in the 
United States is confronted with dif- 
ferences of opinion regarding the role 
of management consulting services 
within a professional practice and the 
best method of preparing oneself to 
offer these services to the clients of 
an established firm. In the past the 
American Institute of Certified Public 
Accountants has assumed the leader- 
ship in guiding the profession to an 
intelligent and enlightened solution 
to their problems. All indications 
are that it is doing so in the case 
of management services. We in Can- 
ada may find the experience of our 
American colleagues helpful in es- 
tablishing a useful policy for our 
own environment. 


Educational Level of Accounting Staff 


It would be interesting if we could make a comparison of the educa- 
tional backgrounds of a cross-section of accounting staffs as they exist now 
with what they were, say, 25 years ago. We would undoubtedly find that 
men with college degrees were relatively few in the 1930s. This change in 
the educational level of the average staff man has created new problems. 
When an individual has spent 15 or 16 years in formal education, he is not 
apt to settle down to a humdrum existence with no clear future. He is un- 
likely to stay with a concern which is run by an individual or individuals 
who are not progressive and who do not inspire him to extraordinary per- 
formance and excellence. While we may not have a clear concept of moti- 
vation, we do know that it is unlikely to be found in any concern that is 
simply coasting along. 


— Thomas Higgins, “The Need for Continuing Education”, 
The New York Certified Public Accountant, July 1959. 
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Legal Responsibilities 
of Corporate Directors 


THE MANAGEMENT of a modern corp- 
oration in a letters patent jurisdiction 
is vested by statute in the board of 
directors. Generally in _ registered 
company jurisdictions the relevant 
Companies Acts are silent, but the 
articles of association which is rough- 
ly equivalent to the general by-law in 
the letters patent company usually 
has a similar provision. It is possible, 
however, to provide otherwise in the 
articles of association and so give the 
shareholders or other interests greater 
control over the affairs of the com- 
pany. 

This article is mainly limited to 
what is believed to be the more im- 
portant responsibilities of directors 
as developed at common law. Ref- 
erences to statutes dealing with com- 
panies are limited in the main to the 
Companies Act (Canada) and the 
Corporations Act, 1953 of Ontario. 
No attempt has been made to deal 
with all the relevant provisions in 
these two Acts, and in particular the 
liabilities arising under the prospec- 
tus provisions of the Companies Act 
and the various provincial Securities 
Acts are not dealt with. 


The duties of directors in the man- 
agement of companies have been de- 
scribed in many cases as equivalent 


H. PURDY CRAWFORD, LL.M. 


to the duties of a trustee, while other 
cases have described directors as 
agents with duties akin to the duties 
of agents. In the case of Re City 
Equitable Fire Insurance Co., Romer 
J. stated:* 

It has sometimes been said that direc- 
tors are trustees. If this means no more 
than that directors in the performance 
of their duties stand in a fiduciary re- 
lationship to the company, the statement 
is true enough. But if the statement is 
meant to be an indication by way of an- 
alogy of what those duties are, it appears 
to me to be wholly misleading. I can 
see but little resemblance between the 
duties of a director and the duties of a 
trustee of a will or of a marriage settle- 
ment. 

It would seem that the correct an- 
alogy with respect to directors is that 
in carrying out their functions they 
are agents of the company. For 
example, one of the duties of the trus- 
tees of an estate in the administration 
of the trust fund is to avoid all un- 
necessary risks, but the duties of the 
directors of a company must very 
often involve calculated risks and 
sometimes even speculations. How- 
ever, directors do have certain duties 
which are analogous to those of a 
trustee and which can perhaps best 





1 [1925] 1 Ch. D., 407 at p. 426. 
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be described as fiduciary duties. It 
would, therefore, seem that basically 
the duties of directors can be broken 
down into two distinct categories.* 
First, is the duty of care and skill im- 
posed upon them in carrying out and 
conducting the business of the com- 
pany; the second is tne fiduciary du- 
ties imposed upon directors in their 
dealings with and relationship to the 
company and its assets. As is the 
case with most general legal prin- 
ciples, although the distinction be- 
tween these two principles is fairly 
easy to state, it is not always easy to 
apply to situations which fall near to 
or on the boundary of the hypotheti- 
cal circumstances envisaged by each 
general principle. For example, the 
liability of a director of a company 
for losses resulting from the invest- 
ment of the surplus assets of the com- 
pany which might be no more than a 
matter of care and skill may depend 
upon whether the director has a sub- 
stantial interest in the company in 
which the surplus assets are invested, 
which raises the matter of fiduciary 
responsibility. If the matter of fidu- 
ciary responsibility becomes an issue, 
the problem merges into that of the 
director's relationship to the company 
and whether or not he has attempted 
to serve two masters. 


Duty of Care and Skill 

This aspect was fully discussed and 
considered in the City Equitable Fire 
Insurance Co. case in which Romer 
J. set out three propositions concern- 
ing such duties, as follows: 

A director need not exhibit in the 
performance of his duties a greater de- 
gree of skill than may reasonably be 
expected from a person of his knowledge 
and experience. 


2 See Gower, “The Principles of Modern 
Company Law”, 2nd ed., p. 471 et seq. 


A director is not bound to give con- 
tinuous attention to the affairs of his 
company. His duties are of an inter- 
mittent nature to be performed at 
periodical board meetings and at meet- 
ings of any committee of the board up- 
on which he happens to be placed. He 
is not, however, bound to attend all 
such meetings though he ought to at- 
tend whenever, in the circumstances, he 
is reasonably able to do so. 

In respect of all duties that, having 
regard to the exigencies of business, and 
the articles of association, may prop- 
erly be left to some other official, a di- 
rector is, in the absence of grounds for 
suspicion, justified in trusting that off- 
cial to perform such duties honestly. 

It is interesting to note that the de- 
gree of care and skill required of 
corporate directors is not as great as 
that required of professional people. 
For example, a chartered accountant 
must exercise a degree of skill com- 
parable with that of a reasonably 
conscientious and competent member 
of the profession, whereas the care 
and skill required from a director 
need only be such as would be ex- 
pected from a person with the same 
qualities and capacities as the direc- 
tor has himself. 


The Companies Act (Canada) and 
the Corporations Act, 1953 (Ontario) 
have provisions providing for the in- 
demnification of directors against 
costs, charges and expenses incurred 
in or about any action, suit or pro- 
ceeding in respect of acts done in or 
about the execution of their duties 
and against all other costs, charges 
or expenses sustained or incurred in 
relation to the company’s affairs, ex- 
cept such as are occasioned by their 
own wilful neglect or default. These 


3 The Companies Act (Canada), s. 91; The 
Corporations Act, s. 72. 
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sections refer to suits by others and 
not by the company. However, the 
insertion of a provision in the by-laws 
of the company to exonerate directors 
against liability for technical breaches 
of duty and errors of judgment would 
probably be sufficient to relieve di- 
rectors from liability in the normal 
case. 


The duty of care and skill develop- 
ed by common law judicial decisions 
has in some cases been declared and 
in other cases added to from time to 
time by the enactment of provisions 
in various Companies Acts. For 
example, section 83 of the Companies 
Act and section 61 of the Corpora- 
tions Act, 1953 provide in effect that 
except in wasting asset companies a 
dividend cannot be paid when the 
company is insolvent or when the 
payment of a dividend will render 
the company insolvent or when such 
a dividend will diminish or impair the 
capital of the company. This statu- 
tory rule that dividends cannot be 
paid out of capital was developed at 
common law. 


In this connection, at least two 
problems arise concerning the pay- 
ment of dividends that may briefly 
be commented upon. The first prob- 
lem arises in situations where direc- 
tors declare a dividend acting in good 
faith on the basis of an audited finan- 
cial statement that shows a surplus 
available for dividends, which finan- 
cial statement is, in fact, wrong. 
Would a director be liable if in de- 
claring such a dividend he has acted 
with the care and skill expected from 
one of his knowledge and experience? 
The language of the respective Com- 
panies Acts is mandatory and would 
appear to permit no exoneration from 
liability merely because the directors 
exercised reasonable care and skill. 


Accordingly, it would seem that if a 
dividend is in fact paid out of capital 
then directors will be liable even if 
they have acted with reasonable care 
and skill and on the basis of audited 
financial statements. 


The second problem relates to what 
constitutes the “capital” which must 
not be diminished. Since there is no 
definition of capital in the Companies 
Acts, the meaning of capital in the 
statutory rule can only be understood 
by a reference to judicial decisions. 
The case law on this subject pre-dates 
modern conceptions of accounting for 
depreciation, and it is, therefore, not 
too surprising to find that there is, 
in addition to other matters, appar- 
ently no necessity for directors in pay- 
ing dividends and managing the corp- 
oration to account for depreciation on 
fixed assets. An analysis of the old 
cases would indicate that the judges 
purported to base their decisions up- 
on business and accounting prin- 
ciples. It is taken for granted today 
in business and accounting circles 
that it is necessary to depreciate fixed 
assets. Accordingly it is suggested 
that these principles should be care- 
fully considered by directors and per- 
sons advising directors in paying divi- 
dends out of depreciation reserves or 
in failing to make deductions for de- 
preciation. 


One further thought: Are directors 
properly filling their statutory duty 
not to diminish capital by simply 
maintaining capital in terms of pre- 
historic dollars that constantly con- 
tinue to diminish in value? For 
example, a company in 1941 invests 
$1,000,000 in a plant and has since 
maintained this investment from year 
to year by depreciation in terms of 
current dollars. It is impossible in 
the light of current legal and account- 
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ing thinking to state that directors 
have a duty in law to depreciate as- 
sets on a basis other than original cost, 
particularly in view of the fact that 
there may well be no legal duty 
whatsoever to depreciate fixed assets. 
It is suggested, however, that some 
thought might be given as to whether 
or not the directors should be respon- 
sible in law to maintain the economic 
utility of the plant to the company 
and not merely its original cost to the 
company. This, of course, involves 
a very difficult problem of develop- 
ing an accounting technique that does 
not rely upon the stability of the dol- 
lar. It is recognized from an account- 
ing point of view that any departure 
from the original cost concept, as long 
as the dollar continues to diminish in 
value, presents difficult problems. 
Even on a basis of depreciating assets 
at current replacement cost, as long as 
the dollar continues to decline in 
value, there still develops a “lag” over 
the life of the asset. Further depre- 
ciation based upon indices of the 
theoretical future replacement cost is 
not too satisfactory a method. One 
answer may be that directors do set 
aside reserves to cover such a prob- 
lem. However, the reserve is repre- 
sented in the financial statements of 
the company as a profit for the year 
or past years. It may not be too 
much to suggest that this problem de- 
serves greater consideration and re- 
search on the part of the Canadian 
accounting profession. 


Fiduciary Duties 
Gower in his book states: 

Directors are fiduciaries and must 
therefore display the utmost good faith 
towards the company in their dealings 
with it or on its behalf. But the ap- 


plication of this principle has four facets 
which are probably best treated as dis- 


tinct, though in practice they tend to 
overlap. First, the directors must act 
bona fide, that is in what they believe 
to be the best interests of the company. 
Secondly, they must exercise their pow- 
ers for the particular purpose for which 
they were conferred and not for some 
extraneous purpose, even though thev 
honestly believe that to be in the best 
interest of the company. Thirdly, they 
must not fetter their discretion to exer- 
cise their powers from time to time in 
accordance with the foregoing rules. 
And finally, despite compliance with the 
foregoing rules, they must not, without 
the consent of the company, place them- 
selves in a position in which there is a 
conflict between their duties and _ their 
personal interests. 


(a) Bona fide and proper purpose: 
The principle that directors must act 
bona fide in what they consider to be 
the best interest of the company has 
been applied to the power of direc- 
tors to allot and issue shares. There 
is no doubt but that directors cannot 
issue shares to themselves merely to 
maintain or acquire control but there 
is considerable doubt as to how far 
Anglo-Canadian courts have gone in 
adopting the theory of pre-emptive 
rights which prevails in some Am- 
erican jurisdictions. In Wegenast. 
“The Law of Canadian Companies”. 
there is a statement that “where 
shares are allotted to the existing 
shareholders all must be given an 
equal chance to share in the distribu- 
tion according to their existing hold- 
ings”. This statement is based upon 
dicta contained in two Ontario cases.” 
It is doubtful, however, whether our 
law presently is that directors in is- 
suing treasury shares to existing 


* Wegenast, “The Law of Canadian Com- 
panies”, 1931 ed., p. 485. 

® Martin v. Gibson (1907), 5 O.L.R. 623; 
Bonisteel v. Collis Leather Co. (1919), 
45 O.L.R. 195. 
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shareholders must in all cases allot 
them equally. 

The problem of acting bona fide 
for the benefit of all the shareholders 
may come up where a director is 
elected to the board of a company to 
represent the interests of certain 
specific shareholders or a certain class 
of shareholders. There have been no 
recent cases where this problem has 
been considered in the light of mod- 
ern commercial practice. However, 
it is suggested, in view of present 
legal principles, that in such cases di- 
rectors should act with considerable 
caution. 


(b)Unfettered discretion: The prin- 
ciple that directors must not fetter 
their discretion is probably the one 
that is most often overlooked in day- 
to-day commercial activities. Per- 
haps one of the reasons for this is 
that there have been very few Anglo- 
Canadian cases on the point. It is 
clear, however, that directors are not 
entitled to place themselves in a po- 
sition where their interest is in con- 
flict with their duty to the company. 
If a director enters into a contract 
with a third person as to how he will 
vote at a future board meeting he has 
placed himself in a position where he 
may well not be able to give the com- 
pany the full benefit of his judgment. 
For example, in an Irish case* the di- 
rectors of a company were to attend a 
meeting of the board to be held with- 
in the next few days to consider an 
offer for the sale of the assets of the 
company. In the meantime they re- 
ceived an offer from a competing 
source to sell their controlling shares 
in the company. The offer to sell 
their shares was accepted by the di- 
rectors, and subsequently at a meet- 


6 Clark v. Workman (1920), 1 I.R. 107. 


ing of the directors to consider the 
sale of the assets of the company at 
which time an even better offer for 
the assets was received, they refused 
to accept such offer having already 
bound themselves to sell their shares. 
It was held by the Irish court that 
by entering into the agreement as 
shareholders to sell their shares thev 
were interfering with their discretion 
which as directors they had a duty to 
exercise in considering the offer to 
purchase the assets of the company. 


There is an abundance of American 
cases on this point which hold that 
an agreement made by one who is or 
expects to be a director which re- 
quires him to vote in a certain manner 
as director are generally held illegal 
at least unless all the shareholders 
are parties to such agreement. 


(c) Conflict of duty and interest: 
The principle that the directors must 
not without the consent of the com- 
pany place themselves in a position 
in which there is a conflict between 
their duties and their personal inter- 
est applies not only to actual conflicts 
but to potential conflicts as well. 
This principle is probably most strik- 
ingly illustrated in the House of 
Lords case of Regal (Hastings) Ltd. 
v. Gulliver.’ In this case a company 
with an entire undertaking of one 
theatre wished to acquire a long-term 
lease on two other theatres with a 
view to selling the whole undertaking 
as a going concern. It was decided 
to incorporate a subsidiary and have 
the subsidiary acquire the long-term 
leases of the other two theatres. How- 
ever, the lessors refused to grant 
leases to the subsidiary unless either 
the paid-up capital of the subsidiary 
was at least £5,000 or the directors 





7 [1942] 1 All E.R. 378. 
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of the parent gave a personal guaran- 
tee that the rents would be paid. The 
parent company was unable to raise 
cash to subscribe for more than 
£2,000 of the subsidiary’s capital. 
Accordingly some of the directors of 
the parent company subscribed the 
remaining capital. Subsequently the 
shares of both the parent and the sub- 
sidiary were sold at a substantial pro- 
fit. The new shareholders of the par- 
ent company brought an _ action 
against the former directors to re- 
cover the profit they had made. De- 
spite an express finding that the par- 
ent company could not have raised 
the money to subscribe for the extra 
capital in the subsidiary, a unanimous 
House of Lords held that the directors 
must account for their profit. Vis- 
count Sankey stated: 

At all material times they were di- 
rectors and in a fiduciary position, and 
they used and acted upon their exclu- 
sive knowledge acquired as such direc- 
tors. They framed resolutions by which 
they made a profit for themselves. They 
sought no authority from the company 
to do so, and, by reason of their posi- 
tion and actions, they made large pro- 
fits for which, in my view, they are 
liable to account to the company. 

Although this case is rather shock- 
ing from an equitable point of view 
it illustrates how strictly the fiduciary 
rule is applied. This case has been 
followed by the Supreme Court of 
Canada in the case of Zwicker v. 
Stanbury.® 


Corporate Opportunities 

The issue of conflict of duty and 
interest most commonly arises in con- 
tracts or other arrangements by the 
directors with the company, but it 
can come up in various types of trans- 


8 [1954] 1 D.L.R. 257. 


actions involving such things as sell- 
ing the undertaking or shares of the 
company, competing with the com- 
pany or making use, in a personal ca- 
pacity, of confidential information. It 
is not possible here to deal with all 
the situations. However, it might be 
of interest to discuss two of them. 
Making use of confidential informa- 
tion for personal purposes can come 
up in situations which the American 
courts have described as corporate 
opportunity situations; that is, the di- 
rectors have used for their own per- 
sonal gain an opportunity which the 
shareholders as a whole should have 
benefited from. In the case of 
Zwicker v. Stanbury one of the 
grounds of complaint was that cer- 
tain of the directors of the company 
had acquired for themselves, and a 
syndicate which they represented, an 
assignment of an existing second 
mortgage on the company’s assets. 
The face value of the second mort- 
gage was $241,500, but it had been 
acquired by the directors for $120,- 
000. Subsequent to the acquisition of 
the mortgage the company, which op- 
erated a hotel, acquired a liquor li- 
cence and its business immediately 
turned for the better. There was a 
finding by the Supreme Court that at 
the time the directors acquired the 
second mortgage, the company did 
not have sufficient funds to redeem or 
acquire the mortgage itself. Kellock 
J. in the Supreme Court of Canada 
stated: 

In my opinion the acquisition of the 
mortgage was due to and prompted by 
the information which they, as directors, 
had acquired as to the small value placed 
by the former mortgagee upon its se- 
curity, a knowledge they were in duty 
bound to employ for the advantage of 
the company and not for themselves. 


The American case of Perlman v. 
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Fledmann’ illustrates how far this 
corporate opportunity principle has 
been carried in some American juris- 
dictions. In this case the majority 
shareholders who were directors of a 
small steel company were able to sell 
their control to a corporation who 
were end-users of steel and who 
wished to acquire the steel company 
as a source of captive supply. The 
court held that the majority share- 
holders had to account to the minor- 
ity shareholders for any premium 
value over and above the value of 
their stock without the appurtenant 
control over the corporation’s output 
of steel. The court stated that the 
scarcity of steel at the time might 
well have resulted in the company 
acquiring new financing and markets 
which could have greatly benefited 
the company, which opportunity the 
company had been deprived of when 
the controlling shareholders sold out 
to the end-user of steel. 

In the English case of Percival v. 
Wright" it was held that the directors 
of a company are not trustees for in- 
dividual shareholders and may pur- 
chase shares without disclosing pend- 
ing negotiations for the sale of the 
company’s undertaking. Gower in his 
book suggests that this case is subject 
to criticism and might not be follow- 
ed today in view of the fact that di- 
rectors are not permitted to use for 
their own purposes anything en- 
trusted to them for use on behalf of 
the company. The problem is that in 
such cases individual shareholders, 
not the company, have suffered the 
loss. The Companies Act and the 
Corporations Act both have sections 
that require directors of public com- 
* 154 Fed. Supp. 436 (Dist. of Connecticut 

1957). 

10 [1902] 2 Ch. D. 421. 


panies in certain instances to file 
statements as to their dealings in the 
shares of the company.’! The section 
in the Companies Act also provides 
that “no director of a public com- 
pany shall speculate for his personal 
account, directly or indirectly, in the 
shares or other securities of the com- 
pany of which he is a director’. In 
view of the current trend of judicial 
decisions it is suggested that a direc- 
tor might be liable to account to a 
company for profits made by him in 
speculating in the company’s shares 
without the company’s consent. 


Two Problems 

In dealing with some of the prob- 
lems which arise under conflict of 
duty and interest, it has been stated 
throughout that the principle only ap- 
plies if the company has not consent- 
ed to the acts in question. It remains 
now to deal briefly with two prob- 
lems: the procedure to be followed to 
obtain the consent of the company 
thus relieving directors of liability; 
and what acts of the directors can- 
not be consented to by the company. 


In the case of contracts with the 
company, it seems clear that a direc- 
tor has to strictly comply with the dis- 
closure provisions of the Companies 
Acts in order to relieve himself from 
liability. Under the Companies Act 
and the Corporations Act'® this in 
general can be done by the director 
concerned making a general state- 
ment of his interest to the board of 
directors. In such a case if there is 
a quorum of non-interested direc- 
tors and the interested director re- 
frains from voting then the directors 
can approve the contract and relieve 
11 The Companies Act, s. 98; The Corpora- 

tions Act, s. 70. 

12 The Companies Act, s. 96; The Corpora- 

tions Act, s. 70. 
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the director from liability. In all 
cases of doubt it is advisable to se- 
cure the consent of the shareholders 
of the company at a general meeting 
called for the purpose of giving such 
consent. Although an interested di- 
rector must refrain from voting on the 
matter at the directors’ meeting, he 
can vote at the shareholders’ meeting 
which confirms the transaction. 


In other cases of conflict of duty 
and interest which do not come with- 
in the disclosure provisions of the 
Companies Acts, it is advisable for the 
directors to submit the matter to the 
shareholders for their approval al- 
though a submission to the directors 
if there is an independent quorum 
will mostly be sufficient. In all such 
cases as opposed to the general state- 
ment of disclosure of interest requir- 
ed by the disclosure provisions of the 
Companies Acts, a full and complete 
statement of the director's interest in 
the contract must be given.’* It 
should also be pointed out that a 
general provision in the by-laws of 
the company waiving the normal fidu- 
ciary duties of the directors in certain 
instances will normally be binding 
upon the company. 


13 See Gray v. New Augartia Porcupine 


Mines Ltd., [1952] 3 D.L.R. 1 (Privy 
Council). 


It has been stated that the courts 
will set aside the confirming resolu- 
tion of the shareholders or of an in- 
dependent quorum of directors in an 
action brought by the minority share- 
holders on behalf of the company if 
there has been a fraud on the minor- 
ity. The subject of what constitutes 
a fraud on the minority could itself 
form the basis for an article. It is 
perhaps sufficient here to state that 
the word fraud used in this context 
does not refer to fraud in the strict 
legal sense. It has been held that a 
transaction will be set aside when it 
is illegal or ultra vires or where the 
transaction involves an inequality of 
treatment between the majority and 
minority shareholders or where the 
transaction is fraudulent, oppressive, 
unfair or harsh."* 

It is clear that when directors have 
control of a company they can, sub- 
ject to the foregoing paragraph, dis- 
regard their fiduciary duties provided 
they disclose what they propose to do 
and have such proposal approved by 
the shareholders even if such approv- 
al comes because the director con- 
cerned holds the controlling shares of 
the company. 





14See Wegenast, “The Law of Canadian 
Companies”, 317ff and Gower, supra, 
chap. 24. 
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Valuation of a Minority Interest 


A MINORITY INTEREST may be defined 
as any interest in the equity of a corp- 
oration which carries less than suff- 
cient voting control to elect a ma- 
jority of the board of directors. 


There are various types of minority 
interests. Ordinary holdings both in- 
dividual and corporate in the large 
public companies may be considered 
minority inierests. In public com- 
panies also there may exist organized 
minorities which exert considerable 
pressure on management, and may 
actually control either directly or 
through holding companies the man- 
agement, financial policies and opera- 
tions of the enterprise. Unorganized 
minorities in large successful public 
companies usually take little or no in- 
terest in the affairs of the companies 
and feel well served by the manage- 
ment and directors so long as divi- 
dends are forthcoming. Valuation 
of such holdings usually presents no 
problem. The prevailing prices at 
which the shares are traded on the 
stock exchanges generally determines 
their value. 

Problems of valuation arise in the 
smaller unlisted corporations and pri- 
vate companies usually out of nego- 
tiations for purchase or sale of their 
shares or for succession duty pur- 
poses. It is in connection with such 
valuation problems that the services 
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of accountants are most frequently 
sought. 

It is recognized that the valuing of 
shares in a closely held or private 
company is one of the most difficult 
tasks that an accountant can under- 
take. 

Valuation of equity shares in any 
enterprise involves consideration of 
the value of the entire enterprise and 
requires a detailed study of all the 
relevant facts including an enquiry 
into the history and the present and 
future prospects of the company. 
Such procedure is just as important, 
or even more so, to the purchaser of a 
minority interest as to the purchaser 
of a majority interest. The purchaser 
of a minority interest is not buying 
the assets of the company, nor is he 
putting himself in the position of be- 
ing able to bring about the liquida- 
tion of the company. Theoretically 
he is placing his funds at risk under 
the control of others in the expecta- 
tion that his return will be greater 
than he can obtain elsewhere. The 
value of his shares may be largely 
dependent upon the acts of manage- 
ment, such as capitalization set-up, 
dividend and expansion policies, man- 
agerial compensation and even deci- 
sions as to continuing or liquidating 
an unprofitable business. This etn- 
phasizes the fundamental disability 
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and hazards to which a minority hold- 
ing of shares in a private company is 
exposed, in addition to normal busi- 
ness risks, which must be brought in- 
to account when determining the 
value of such shares. 


Intrinsic Value 

In an investigation of this nature, 
the accountant is more concerned 
with determination of the “intrinsic 
value” of the enterprise than with 
its “market price”, although for suc- 
cession duty purposes the fair market 
value is the determining considera- 
tion. “Intrinsic value” has been de- 
fined in “Security Analysis” by Gra- 
ham and Dodds as “the value which 
is justified by the facts, e.g. the as- 
sets, earnings, dividends, definite 
prospects, etc.” Fair market value 
implies a willing vendor and a will- 
ing purchaser at arms length, both 
fully informed of all the facts sur- 
rounding the situation, and does not 
exclude persons with special interest. 
The concept that intrinsic value was 
equivalent to book value of the net 
assets of the business fairly priced 
has been found worthless because 
book values do not give weight to 
earning power and rarely correspond 
to current values. 


A purchaser of a minority interest 
in a private company is an exception- 
al kind of investor and different from 
the purchaser of shares on the stock 
exchange. There must be some 
special reason to prompt such an in- 
vestment. A purchaser of this na- 
ture is not as a rule looking for a 
quick turn but rather for a long- 
term investment. The prospect of 
control of a prosperous company is 
an important point to be taken into 
account in considering the value of a 
minority interest. A premium price 


may sometimes be obtained for a mi- 


nority interest where the holder of a 
majority interest wishes either to ob- 
tain complete ownership or wishes to 
bring his holdings up to a desired 
percentage, e.g. 66 2/3%, 75% or 100%, 
in order to carry through changes in 
organization. While a majority hold- 
ing of shares in a corporation general- 
ly carries a premium price, a minority 
holding of shares without prospect of 
control and lacking the special situa- 
tions mentioned has a very limited 
appeal; therefore some allowance in 
the price must be made in valuing 
such holdings. What this allowance 
should be is a matter of debate. 


Selecting the Rate 

A share of stock possesses prin- 
cipally two elements of value, viz. as- 
set values and earning power, of 
which earning power is the most im- 
portant. That is so because a busi- 
ness is designed primarily to eam 
profits, and its value is measured by 
the degree of its success. Valuation 
based on earnings, sometimes referred 
to as capitalization of earnings, de- 
pends on two things, viz. the earnings 
and the rate. The most difficult and 
most important point in any theory of 
value based on earning power is the 
selection of an appropriate rate. The 
relation between value and earnings 
varies with the changing economic 
environment and the attitude of the 
investing public toward a particular 
type of enterprise. 

Very few cases are taken to court 
on the question of valuation, but in 
a recent case before the Canadian 
Tax Appeal Board, involving the val- 
uation of a minority interest, it was 
considered that a ratio of value to 
earnings of 7 to 8 times was too high 
in the case of a private company, and 
in arriving at 5 times earnings as the 
proper proportion for capitalizing the 
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earnings the Appeal Board gave con- 
siderable weight to the fact that it 
was a minority interest (513 v. 
M.N.R. (D.T.C.)). A discount of 
20% from intrinsic value has been 
recognized as a fair allowance for this 
condition. These instances show that 
the courts recognize the unattractive- 
ness of minority holdings in private 
companies and that specific allow- 
ances must be made. The allow- 
ance to be made in a specific case 
will depend on the circumstances, 
and may be greater or less than the 
allowances quoted. 


Special Provisions 

Ratios of value to earnings of pub- 
lic companies should be considered 
carefully before applying them to pri- 
vate companies. Letters patent or 
by-laws of private companies fre- 
quently contain provisions placing re- 
strictions on transfers of shares or fix- 
ing prices at which shares must be 
offered to existing shareholders. For 
instance, the letters patent containing 
a clause to the effect that the holder 
of shares shall before offering them 
to anyone first give the existing share- 
holders the opportunity of purchasing 
the shares at par would, in circum- 
stances where the intrinsic value was 
greater than the par value, have the 
effect of limiting the value to par. 
Provisions of this nature can be ma- 
terial elements in the valuation of 
such shares, and must be given care- 
ful consideration. 

The following may illustrate some 
of these points: 

A company is owned as to one- 
sixth by each of three brothers and 
one-half by an outside corporation. 
The three brothers control a well- 
established trademark, the rights to 
which they have granted to the com- 
pany on the condition that if they 
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cease to own any shares in the com- 
pany the rights to the trademark ter- 
minate. After the death of one of the 
brothers his executors desired to sell 


his shares. It was found that the 
shares had a book value of $182 per 
share and an estimated liquidating 
value of $100. Average earnings 
for five years capitalized at 6 times 
produced a value of $135. No divi- 
dends had been paid from the incep- 
tion of the company. The only likely 
purchasers of these shares would be 
the present shareholders. As the sur- 
viving brothers held the rights to the 
trademark they would not be inter- 
ested at a price in excess of its liqui- 
dating value, nor would the shares be 
worth more to the outside corporate 
shareholder without the rights to the 
trademark, 


Record of Dividends 

The record of dividends, especially 
the most recent, is extremely import- 
ant in the case of small minority hold- 
ings. Some consideration would have 
to be given in determining the rate 
of capitalization where an unreason- 
ably low proportion of the earnings 
are paid out as dividends. The sug- 
gestion that dividends can be the sole 
criterion of value falls down in the 
case of companies paying no divi- 
dends, whose shares frequently have 
a substantial value. 

Where no earnings exist, or earn- 
ings are insufficient to show a fair re- 
turn on the capital invested the liqui- 
dating value of the assets would rep- 
resent the value of the shares. Should 
an enterprise be about to suffer an 
important loss of earning power 


through a change in trade practice, 
technological improvements or can- 
cellation of contracts, etc., neither the 
book value nor the averaged results 
of past earnings would be of much 
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significance in determining the pres- 
ent value of the enterprise. 

Arrears of preference dividends 
and other rights of preference share- 
holders may have important effects 
on values of common shares of minor- 
ity holders. For example, a company 
has outstanding cumulative non-re- 
deemable preference shares and com- 
mon shares without par value. Ar- 
rears of preference dividends am- 
ounted to $29 per share. On disso- 
lution the preference shareholders are 
entitled to $100 per share plus divi- 
dends whether declared or not. The 
equity of the preference shareholders 
is $129. Preference shareholders 
are entitled to one vote per share 
when two years’ dividends are in ar- 
rears. In considering the value of 
the common shares, it was found they 
had a book value of $19 per share. 
It was estimated that they had a 
liquidating value of $49 per share. 
On an earnings basis, using a rate of 
capitalization of 8 times and allow- 
ing for the full annual dividend on 
the preference shares, the common 
shares had a value of $39 per share. 
The liquidation of the arrears of pre- 
ference dividends, however, would 
eliminate earnings on the common 
shares for 8 to 10 years. In such a 
case, gaining overall voting control, 
giving the right of management 
would seem to be the only basis for 
justifying a price in excess of the 
liquidating value. 


Effect of Taxation 

Taxation plays an important part 
in valuation of shares in closely held 
companies. For example, a company 
carrying on a commercial enterprise 
as well as an investment holding com- 
pany was owned as to 50% by an es- 
tate, 30% by one individual who also 
had a one-third interest in the estate 


and 20% by a corporate holder of 
which the beneficiary referred to held 
a 51% interest. The question arises 
as to the value of the shares passing 
to other beneficiaries of the estate 
(minority holders). In this case, no 
normal standards of valuation can 
be applied as it is doubtful if any 
outside buyer could be found for 
the minority shares except at what 
would be considered a distress price. 
The only likely purchaser of such 
shares would be the direct holder of 
the 30% interest who, through his 51% 
holding in the corporation and as a 
beneficiary of the estate as well, al- 
ready controlled the entire enterprise. 
No dividends were ever paid on the 
shares of this company. A substan- 
tial part of the equity in the company 
was in retained earnings, which on 
distribution would be taxable in the 
hands of the recipient. This poten- 
tial tax liability could be minimized 
to some extent by the payment of the 
tax on undistributed income which by 
itself, through payment of the qualify- 
ing dividends for this purpose, would 
increase the tax to be paid by the 
recipient. In such a situation some 
deduction must be made from in- 
trinsic value in order to recognize the 
potential tax liability that would be 
incurred on liquidation. 

The general principles of valuation 
apply equally to the valuation of mi- 
nority interest as to the valuation of 
the entire enterprise. Apart from the 
effect of restrictions on transfer of 
shares and special interest of likely 
purchasers of shares of a private 
company, the most significant point 
to be considered in the valuation of 
a minority interest in a private com- 
pany is the allowance to be made to 
compensate for the lack of market- 
ability and other important disabili- 
ties. 
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Helping Small Business 
with the Budget 


DONALD M. GORDON, C.A. 


Most sMALL CaNnapIAN businesses 
have not yet seen fit to install budget 
systems. This is possibly due to a lack 
of knowledge of budgets and the 
benefits to be derived from their use 
as a tool of management. Assisting 
the management of smaller business in 
budgeting is a valuable service which 
can be rendered by practising chart- 
tered accountants and for which, 
as a group, they are well qualified. 
The majority of chartered account- 
ants have had wider business experi- 
ence than their smaller clients and are 
in a position to give them valuable 
advice and assistance. 

To date, the interest of the account- 
ing profession in offering manage- 
ment services has been limited al- 
though it is evident that there are 
ample opportunities. Perhaps the rea- 
son is that accountants tend to deal 
with the past rather than with the fu- 
ture, or perhaps they do a poor selling 
job to clients on the usefulness of 
budgets. 

The task of selling the use of bud- 
gets to clients is not an easy one as 
most people resist change and cling 
to established methods of operation. 
However, our economy has reached 
a point where business has become 
highly competitive, with the result 


that only the better managed com- 
panies will continue to prosper. It 
has become necessary, therefore, that 
management utilize the most effective 
tools available, including budgets. 
The costs of operating budgets usual- 
ly prove negligible in relation to the 
benefits received. 


Budgets an Accounting Function 


If accountants are to take advant- 
age of their opportunity, they must 
be able to explain the benefits of bud- 
geting and convince management that 
it is an accounting function. If they 
fail in this responsibility, the oppor- 
tunity will likely go to someone else. 
There are business consulting firms 
consisting of engineers and account- 
ants actively competing for services 
to managements which require both 
accounting and other technical knowl- 
edge. There are also many non-ac- 
counting business consulting firms 
which frequently engage in work of a 
primarily accounting nature, such as 
systems of accounts, accounting pro- 
cedures and budgeting. These firms 
represent serious competition and 
have a distinct advantage from an 
advertising standpoint. 

The main objective in establishing 
a budget system is to provide an in- 
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telligent plan of future operations in 
order to obtain the best return on in- 
vested capital. If the budget sys- 
tem is properly set up, everyone in 
the business organization will operate 
as a member of a team. As a result, 
the maximum effort will be put forth 
by each individual toward reaching 
the objective. 


There are certain fundamental re- 
quirements for operating a success- 
ful budget system: 


1. Management must give complete 
cooperation and insist on the full- 
est application of and compliance 
with budget procedures. 

2. Budget objectives must be realis- 
tic. 

8. There should be a budget com- 
mittee consisting of management 
and the various department heads. 
The committee should be com- 
pletely sold on the budget. It 
should meet regularly and com- 
pare actual results with budget 
estimates and initiate any revi- 
sions necessary. 

4, Preparation of the budget esti- 
mates should be made by the per- 
sons responsible for performance. 
Any individual will put forth a 
greater effort to reach a goal he 
himself has set. If there are any 
changes in original estimates, they 
should be agreed upon with those 
responsible. 

5. The budget should cover all 
phases of operations. 

6. There must be a sound account- 
ing system which will: 

(a) Provide a breakdown of rev- 
enue and expenditures in suf- 
ficient detail by operations to 
ensure an accurate budget. 

(b) Facilitate the preparation of 

periodic reports on the act- 

ual operations to be com- 











pared with the budget and to 

point out the reasons for 

variances. 

The successful operation of a bud- 
get system will enable management 
to: 

1. Plan a profitable sales program 
on the basis of forecasted sales. 

2. Coordinate production with fore- 
casted sales. 

3. Control expenses and improve op- 
erating efficiency. 

4, Determine what funds will be re- 
quired in order that any necessary 
financing can be arranged. 

5. Formulate executive policies. 

6. Establish a definite objective with 
regard to operating performance. 


Kinds of Budgets 

The budget system should be tail- 
ored to meet the requirements of the 
business, and in ordinary circum- 
stances this would include the follow- 
ing: 

1. Departmental budgets for 
(a) Sales 
(b) Production costs 
(c) Selling and delivery costs 
(d) Administration costs. 

2. A master budget consisting of a 
summarization of the departmen- 
tal budgets to show the estimated 
operating results. 

8. Cash or working capital budget. 

4, Capital expenditure budget. 

In a small business the owners and 
managers usually perform a large part 
of the management and _ technical 
functions. Because specialized staff 
and operating personnel are not avail- 
able, much of the work in setting up 
the budget system must be done by 
the accountant. This would consist 
mainly of preparing the master bud- 
get, the cash budget and the capital 
expenditure budget. For reasons al- 
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ready stated, the accountant should 
be careful to use the client’s staff 
wherever possible in carrying out the 
budget program. 


The first step normally in prepar- 
ing a budget is to forecast the sales 
for the period. Production costs can 
then be estimated along with selling, 
delivery and administrative costs. In 
estimating various costs, a certain re- 
liance must be made on the experi- 
ence of previous years. Care should 
be taken, however, in adjusting for all 
known factors which have changed 
from the previous year. For example, 
some factors which may make com- 
parison with previous years undesir- 
able are: (1) very poor or very 
good results in the prior year, (2) 
organizational changes, (3) changes 
in method of operation, in product 
or market, or in basis of accounting. 


The fact that the preparation of 
the budget is based on a critical ex- 
amination of costs and their relation- 
ship to sales is in itself beneficial to 
the management of a small business 
which often has no idea what it costs 
to carry out the various functions of 
the business and produce various 
products. This information can form 
the basis of decisions whether to add 
new product lines or discontinue cer- 
tain existing ones. 


Once the master budget has been 
completed, the cash budget or work- 
ing capital budget can be prepared 
to show the cash requirements. Esti- 
mated funds that will be collected 
from accounts receivable, cash sales, 
etc. are added to the opening cash 
balance and estimated expenditures 
are deducted. Thus the final cash bal- 
ance is arrived at. In this way, tim- 
ing comes to the attention of man- 
agement. Quite often it points up a 
cash deficiency at certain times in 
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the operation which will necessitate 
the temporary borrowing of funds. 
Management is then in a position to 
arrange for borrowing the funds well 
in advance of needs with the full 
knowledge of how and when it will 
be repaid. A cash budget is probably 
the most effective method an account- 
ant can use to convince a client that 
the handling of cash can be extremely 
important to business success. Often 
small businessmen do not realize that 
profits may be represented by certain 
assets not available for cash drawings. 
The cash budget will enable the ac- 
countant to show the client a basis on 
which withdrawals can be made. 


Capital Expenditures 


One of the most important phases 
of the budget program is capital bud- 
geting. The accountant can assist 
management in planning the acqui- 
sition of new plant and equipment 
or other major assets. In order to do 
this, funds available from retained 
earnings must be determined. Where 
additional capital is required the ac- 
countant can also give valuable as- 
sistance in determining and selecting 
the best method of obtaining the 
funds. Probably the best yardstick 
is a calculation of the net return on 
capital invested. 

Because decisions on capital ex- 
penditures often must be made far 
in advance, it is necessary to prepare 
long-term budgets covering a num- 
ber of years even though accuracy 
in forecasting over long periods is 
almost impossible. The period cov- 
ered and the frequency of the reports 
of progress against the budget de- 
pend on the circumstances. In a 
company with a modest capital ex- 
penditure program, a budget cover- 
ing two or three years with progress 
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reports every six months would prob- 
ably be adequate. 

The progress report on capital ex- 
penditures should normally provide 
the following information as a mini- 
mum: 

Brief description of each item. 

Expenditure authorized. 

Expenditure during period. 

Total expenditure to date. 

Estimated outstanding expendi- 

ture to complete. 

Expected variation from authoriz- 

ed expenditure. 

7. Original completion date and any 
revision of this date. 

8. Explanatory remarks. 
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Control over Results 


An essential element of the budget 
system is the manner in which per- 
formance is evaluated against budget 
forecasts and the methods followed 
in explaining and presenting the vari- 
ances. From the standpoint of good 
control the evaluation of performance 
should not be the sole responsibility 
of the personnel in the department 
whose performance is being evaluat- 
ed. This task can be undertaken by 
the accountant and puts him in a po- 
sition to make an important contribu- 
tion to management with a view to 
improving the operation of the busi- 
ness. However, he must not assume 
the responsibility for taking action. 
His position is to disclose, report and 
make his services available for any 
corrective steps management wishes 
to take. To achieve the greatest suc- 
cess, the evaluation and analysis by 
the accountant must be carried out in 
a cooperative spirit with the person- 
nel of the departments being evalu- 
ated. In order that the budget sys- 


tem be completely effective, there 
must be constructive reporting on 
performance which will promote ac- 
tion and ensure that the information 
necessary reaches those who have the 
knowledge and authority to carry out 
changes required. 


Broadening Services 

If the practising chartered account- 
ant is successful in obtaining many 
engagements involving budget prob- 
lems, it probably will be necessary 
for him to develop management con- 
sultants within his organization. The 
best place to start the development is 
probably with carefully selected re- 
cent graduates who show promise of 
developing the special skills required 
for budget work. 

A good office library is essential 
and should include books on mathe- 
matical analysis, statistical methods, 
economic theory, management prin- 
ciples, marketing and marketing re- 
search and cost accounting, all of 
which are fields for supplementary 
skills in budgeting engagements. 
There have been many good books 
on management and administrative 
practices published in recent years, 
which reflects great progress in ad- 
ministrative procedures. 

In conclusion, practising account- 
ants should realize they are compe- 
tent to do more for their clients than 
perform a periodic review of their 
accounts and prepare income tax re- 
turns. The management of a small 
business, particularly, relies on the 
accountant for advice and assistance 
in other areas of accounting, and by 
not offering these additional services 
he is neglecting an important aspect 
of his services. 
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New Requirements under O.S.C. 


Statement of Policy in respect of financial statements filed 
under sections 38, 39 and 40 of the Ontario Securities Act 





THE FOLLOWING SETS out the normal 
requirements of financial statements 
filed under sections 38, 39 and 40 of 
The Securities Act. Exceptions to 
such requirements will only be al- 
lowed under exceptional conditions 
and after obtaining the prior per- 
mission of the Commission. 

All financial statements submitted 
shall be as of the same date, which 
date shall not be more than 120 days 
prior to the date of the prospectus. 
They shall be expressed in the lawful 
currency of Canada unless otherwise 
granted an exception and reported on 
by the company’s auditors. 


Statement of Earnings 
Every statement of earnings shall 
be drawn up to disclose severally at 
least the following for each year and 
period covered by the statement — 
In the case of mining companies 

(section 38) — 

1. Profits or losses from operations 
and other sources before deprecia- 
tion, development costs, depletion, 
interest and taxes on income. 

2. Depreciation, development costs 
and depletion. 

3. Interest on indebtedness initially 
incurred for a term of more than 
one year including amortization 
of discount or premium. 

4. Taxes on income. 

5. Net profit or loss. 

In the case of industrial companies 

(section 39) — 
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1. Profits or losses from operations 
and other sources before deprecia- 
tion, depletion, interest and taxes 
on income. 

Depreciation and depletion. 
Interest on indebtedness initially 
incurred for a term of more than 
one year, including amortization 
of discount and premium. 

4. Taxes on income. 

5. Net profit or loss. 


2 bo 


In the case of investment companies 
(section 40) — 
1. Income from investments. 
2. Income from other sources. 
3. Profits or losses on sales of securi- 
ties (when reflected in earnings). 
Expenses of management. 
Interest paid on borrowed money. 
Taxes on income. 
Net profit or loss. 
Average number of shares out- 
standing during the year or period. 


Notwithstanding the above, it is not 
necessary to set out particulars of any 
income or expense which, in all cir- 
cumstances, is of relative insignifi- 
cance. 
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In the case of companies, other than 
investment companies, profits or losses 
on sale of fixed assets or investments 
or other profits or losses from other 
than normal operations which are 
material in relation to the results from 
operations, the investment income or 
such profits or losses shall be shown 
separately. 
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Balance Sheet 


Every balance sheet should comply 
with the requirements of sections 86, 
87 and 88 (other than section 87(2) 
(x) and (xii) which are omitted as 
not being relevant, and also section 
89, 2(a) (iv) of The Corporations Act, 
1953 (Ontario). 


Subsidiary, Holding, Affiliated and 
Controlled Companies 


For the purpose of The Securities 
Act and this statement of policy, the 
definitions of subsidiary, holding, af- 
filiated and controlled companies con- 
tained in The Corporations Act, 1953, 
will be deemed applicable. These are 
as follows: 

1. A company shall be deemed to be 
a subsidiary of another company 
if, but only if, 

(a) It is controlled by — 

(i) that other or, 

(ii) that other and one or 
more companies each of 
which is controlled by 
that other or, 

(iii) two or more companies 
each of which is control- 
led by that other or; 

(b) It is a subsidiary of a com- 
pany which is that other’s 
subsidiary. 

2. A company shall be deemed to 
be another’s holding company if, 
but only if, that other is its sub- 
sidiary. 

8. One company shall be deemed to 
be affiliated to another company 
if, but only if, one of them is the 
subsidiary of the other or both are 
subsidiaries of the same company 
or each of them is controlled by 
the same person. 

4. A company shall be deemed to 
be controlled by another company 
or person or by two or more com- 
panies if, but only if, 


(a) shares of the first mentioned 
company carrying more than 
50% of the votes for the elec- 
tion of directors are held, 
otherwise than by way of 
security only, by or for the 
benefit of such other company 
or person or by or for the 
benefit of such other com- 
panies; and 

(b) the votes carried by such 
shares are sufficient, if exer- 
cised, to elect a majority of 
the board of directors of the 
first mentioned company. 


Reserves 


In financial statements filed with 
the Commission the word “Reserve” 
shall be deemed to have the same 
meaning as set out in The Corpora- 
tions Act, 1953, as follows: 


In a financial statement, the term “re- 
serve” shall be used to describe only: 


(a) Amounts appropriated from earned 
surplus at the discretion of manage- 
ment for some purpose other than 
to meet a liability or contingency 
known or admitted or a commitment 
made as to the statement date or a 
decline in value of an asset that has 
already occurred; 

(b) Amounts appropriated from earned 
surplus pursuant to the instrument 
of incorporation, instrument amend- 
ing the instrument of incorporation 
or by-laws of the company for some 
purpose other than to meet a liability 
or contingency known or admitted 
or a commitment made as at the 
statement date or a decline in value 
of an asset that has already occurred, 
and 

(c) Amounts appropriated from earned 
surplus in accordance with the terms 
of a contract and which can be 
restored to the earned surplus when 
the conditions of the contract are 
fulfilled. 
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Pro Forma Statements 

Every pro forma balance sheet or 
statement should state clearly the as- 
sumptions on which it is based. It 
should include all items of a material 
nature up to the date of the prospec- 
tus where there are firm commitments 
and should not be submitted unless 
there are firm commitments from res- 
ponsible parties and reasonable as- 
surance that the company’s position 
will in fact resemble that shown by 
the statement. 


Subsequent Events 

Where such items are not included 
in a pro forma, a reference must be 
included to all items of a material 
nature, other than those carried out 
in the normal course of business, 
which have occurred subsequent to 
the date of the balance sheet and 
prior to the date of the prospectus. 


Auditor’s Report 

Unless clearly set out to the con- 
trary, it will be assumed that the 
auditor is satisfied, 

(a) that the company’s financial state- 
ments are in agreement with the 
accounting records (subject to 
such amendments as may be dis- 
closed in the case of pro forma 
statements and to such adjust- 
ments between years as may be 
deemed necessary in the case of 
statements of earnings and sur- 
plus); 

(b) that the company’s financial 
statements are in accordance with 
these requirements and those of 


The Companies Act to which the 
company is subject; 

(c) that proper accounting records 
have been maintained so far as 
appears from his examination. 

The auditor’s report shall contain 
a statement that he has received all 
the information and explanations he 
has required (see Consent). 

If the auditor is reporting on a 
balance sheet of a company which 
does not consolidate one or more 
subsidiaries and such subsidiary or 
subsidiaries in the aggregate had an 
excess of net losses and dividends 
over net profits since the acquisition 
of their shares by the company and 
such excess has not been provided 
for in the accounts of the company, 
then the auditor’s report shall state 
such amount or additional amount 
as may be necessary to make provi- 
sion for the company’s portion of such 
excess. 


Consent of the Auditor 

A letter from the auditor of the 
company shall be submitted to the 
Commission. It shall refer to his re- 
port or reports, giving the date of 
same, which are filed with the pros- 
pectus and refer to the date of the 
financial statements on which the re- 
ports are made, and specifically state 
they are attached thereto with his 
consent. 

If the report does not contain a 
statement to the effect that he has 
received all the information and ex- 
planations he has required, such state- 
ment shall be included in the auditor’s 
consent. 


Notes Respecting Financial Statements of Mining, Industrial and Investment 
Companies Submitted to the Ontario Securities Commission 


When considering financial state- 
ments and reports accompanying a 


prospectus of a mining, industrial or 
investment company submitted to this 
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Commission for filing, we are not only 
concerned that the financial state- 
ments and reports have been drawn 
up in accordance with the require- 
ments of The Securities Act, 1950, 
but also that a full, true and plain 
disclosure of the facts has been pre- 
sented. The financial statements and 
reports signed by the auditors of the 
company form a very important sec- 
tion of the material to be supplied 
to the public, not only because of the 
information thus made available to 
the prospective purchaser of the se- 
curities offered, but also because 
figures based on the financial state- 
ments and reports are invariably 
quoted in the prospectus. We would 
also like to point out at this time 
that the auditors, to be acceptable to 
the Commission, must be properly 
qualified as public accountants and 
be in a position to express a com- 
pletely independent opinion. Unaudi- 
ted financial statements are not ac- 
ceptable to the Commission. 


The auditor's reports must of neces- 
sity comply with the requirements 
of our Act. The auditor should not 
express an opinion if it is so qualified 
as to be useless to a purchaser and, in 
addition, should not express an 
opinion unless he has made sufficient 
examination to warrant it. 


Sections of the Act and the various 
Companies Acts deal with prospec- 
tuses and set out minimum require- 
ments with respect to financial state- 
ments and reports. However, we con- 
sider it improper that such informa- 
tion be confined to those requirements 
if such practice results in the sup- 
pression of certain relevant informa- 
tion necessary to full true and plain 
disclosure. 

This article is not designed to sti- 
pulate the maximum requirements or 


to set out a limitation on the informa- 
tion to be presented in financial state- 
ments and reports, but is intended as 
a guide on their preparation and to 
specify certain procedures which the 
auditors are expected to follow in 
the examination of these financial 
statements and the preparation of 
their reports. 


Prospectus 

The auditor should review the en- 
tire circular before it is submitted 
to the Commission for the purpose of 
establishing any variations between 
the information quoted in the narra- 
tive of the filing and that shown in the 
financial statements. Because of dif- 
ferences in dating it does not neces- 
sarily follow that the information will 
agree, but the auditor should satisfy 
himself that the information quoted 
and relating to the accounting records 
of the company is correct and not 
misleading. 


Statement of Earnings 


The statement of earnings must 
give a reasonable picture of the opera- 
tions of the company and should 
cover ten years operations, except in 
circumstances where it would be im- 
possible to prepare a ten years state- 
ment or where there has been a 
radical change in the type of opera- 
tion carried on. In these latter cases 
the earnings statement must cover the 
operations of at least five years, the 
minimum required by the Act. The 
Act provides for companies which 
have been incorporated for less than 
five years. 

Special attention should be paid 
to the requirements of the Act with 
respect to the earnings statement in 
cases where the company has ac- 
quired or is about to acquire another 
business. 
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A statement of earnings is an his- 
torical statement. Changes in the 
figures to reflect changes or expected 
savings are dangerous in that only 
one changed condition is being re- 
flected, whereas, in fact, the economic 
conditions existing during the period 
of the earnings statement may be en- 
tirely different from those prevailing 
today. To attribute to a former period 
certain conditions presently existing, 
and, at the same time, to ignore other 
changed conditions, is likely to be mis- 
leading. For this reason such adjust- 
ments to earnings should ordinarily 


be avoided. 


Profits or losses on the disposal of 
capital assets and other items of a 
special nature should be shown separ- 
ately and properly described or if 
sufficiently large to distort significant- 
ly the net profit or loss for the period, 
should be shown either in the state- 
ment of earnings after the net profit 
or loss for the period, or as a foot- 
note to such statement. Where a state- 
ment of surplus appears necessary for 
full disclosure, it should also be in- 
cluded with the financial statements. 


The use of average figures for a 
period of years without disclosing the 
annual figures from which the aver- 
ages were computed is considered 
misleading. 


Balance Sheet 


The balance sheet prepared for use 
with a prospectus must meet the re- 
quirements of the Act under which 
the company was incorporated and 
the requirements of The Securities 
Act, 1950. 

The Act requires that the balance 
sheet and/or pro forma balance sheet 
be approved on behalf of the board 
by two directors of the company and 
it is considered necessary that the 


words “approved on behalf of the 
board” be used. This approval will 
evidence the approval by the board 
of all financial statements and 
schedules submitted. 

The following is a listing of mini- 
mum standards of disclosure in bal- 
ance sheets and related statements 
and they are not to be construed as 
being sufficient, if additional dis- 
closure is necessary to prevent per- 
tinent information being withheld 
from the prospective purchaser or 
where a financial statement would 
otherwise be misleading. 

The headings used are intended to 
indicate subject matter rather than 
balance sheet descriptions. 


Cash 

Cash balances subject to restric- 
tions that prevent their use for cur- 
rent purposes should not be included 
in current assets. Call loans, treasury 
bills and similar securities should not 
be combined with cash balances. 


Marketable Securities 

Securities classified as current assets 
should include those which are cap- 
able of reasonably prompt liquida- 
tion and which are intended as a 
temporary investment. The basis of 
the carrying value of these securities 
should be clearly stated as well as the 
quoted market value. The term “at 
book value” is not acceptable. 


Accounts and Notes Receivable 
These should be segregated so as to 
show separately ordinary trade ac- 
counts, instalment accounts (if sub- 
stantial), amounts owing by officers, 
directors, shareholders and employees 
other than those arising in the ordin- 
ary course of business and subject 
to the ordinary terms of credit, 
amounts due from subsidiaries not 
consolidated, amounts due from other 
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affiliates, and other unusual items of 
substantial amount. If the allowance 
for doubtful accounts is not shown 
separately, it should be indicated in 
parenthesis or otherwise that such pro- 
vision has been deducted. 


Inventories 

The basis of valuation of inventories 
should be clearly disclosed. Any re- 
serve for future decline of values or 
similar reserves should be shown as 
part of the shareholders’ equity rather 
than as deductions from inventories. 


Total Current Assets 

The total of the current assets 
should be shown. Generally, only as- 
sets ordinarily realizable within one 
year from the date of the balance 
sheet or within the normal operating 
cycle where that is longer than a year, 
should be classified as current assets. 


Investments in Affiliated Companies 
Investments in affiliated companies 
should be set out separately from 
other assets, with the basis of valua- 
tion clearly indicated. Investment in 
subsidiaries should be distinguished 
from investment in other affiliates, 
and in both cases the following in- 
dicated: (a) investment in shares and 
other securities, and (b) advances. 
The accounting practice followed 
with respect to the profits or losses of 
non-consolidated subsidiaries should 
be indicated. Disclosure should be 
made of the amount of the increase 
or decrease in the parent’s equity in 
its non-consolidated subsidiary com- 
panies since acquisition and also for 
the years covered by the statement 
of earnings, as a result of profits, losses 
and dividends, to the extent that such 
amounts have not been taken into the 
accounts of the parent company. 


Other Investments 
Investments which are not readily 


realizable either as a result of market 
conditions or business policy should 
not be included in current assets. The 
basis of valuation and the nature of 
the investments should be clearly in- 
dicated, showing separately such as 
are marketable with a notation as 
to their market value. Consideration 
should also be given to disclosure of 
the name of the company when any 
one investment is significant in amount 
as compared with total assets. 


Fixed Assets 

The basis of valuation of fixed 
assets should be disclosed. The term 
“book value” is not considered to be 
a description of the basis of valua- 
tion. If practicable the important clas- 
sifications of these assets as between 
depreciable and non-depreciable pro- 
perties should be shown separately, 
and, if acquired together in one trans- 
action, the purchase consideration 
should be allocated between them. 


Where the value shown for proper- 
ties held by a company is represented 
either in whole or in part by the issu- 
ance of capital stock of the company, 
such consideration paid and its nature 
should be disclosed. 


Accumulated allowances for depre- 
ciation should be shown separately 
and preferably deducted from the 
fixed assets to which they apply. 


If any fixed assets are valued on 
the basis of an appraisal, the date of 
the appraisal, the name of the ap- 
praiser, the basis of valuation if oc- 
curring during the period of the earn- 
ings statement and the disposition of 
the appraisal adjustment should be 
shown. If the appraisal is recorded, 
subsequent charges against income 
for depreciation should be based on 
the new values. 


Where a whole group of mining 
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properties, or any company classified 
as such under the Act, has been 
abandoned, the valuation attributed 
to such properties should be written 
off, including any expenditures res- 
pecting them and shown as a deduc- 
tion from the shareholders’ equity or 
otherwise as permitted by the Com- 
mission. 

Prepaid Expenses — Deferred Charges 

Prepaid expenses may be classified 
as current assets. Deferred charges 
should not be classified as current as- 
sets. 

In the case of a mining company 
the Act requires that the balance 
sheet be supported by an analysis of 
the deferred charges and must cover 
the period from the inception of the 
company to the date of the balance 
sheet. The analysis should show the 
expenditures segregated between 
those for development and explora- 
tion and those for administration. It 
should also show separately those ex- 
penditures for the current period and 
the total to date for each classifica- 
tion. 


Goodwill 

The amount of goodwill should be 
shown separately and it is desirable 
that the basis of valuation be de- 
scribed. 


Current Liabilities 

Current liabilities should be segre- 
gated as between the main classes, 
e.g. bank loans, trade creditors and 
accrued liabilities, dividends payable, 
and taxes payable. Any large amount 
of a special nature (including bal- 
ances payable to affiliated companies 
or loans from directors, officers or 
shareholders) should be set out sep- 
arately. 

If any of the liabilities are secured 
they should be stated separately and 


the fact they are secured should be 
indicated. 

The total of the current liabilities 
should be shown, and _ generally 
speaking should include all liabilities 
payable within one year from the 
date of the balance sheet. 

Liabilities payable within one year 
but for which special provision has 
been made for payment from other 
than current resources may properly 
be excluded from the current liability 
classification, e.g. a maturing bond is- 
sue which is to be refinanced. 


Deferments 

Income received but unearned, and 
deferred income tax credits should be 
shown separately. With respect to 
such income tax credits, the details 
must be disclosed preferably by a 
footnote to the financial statements. 


Long-Term Debt 

For bonds, debentures and other 
like securities, the title of the issue, 
interest rate, maturity date, amount 
outstanding and the existence of sink- 
ing fund, redemption and conversion 
provisions should be _ indicated. 
Where long-term debt is payable in a 
currency other than that in which the 
balance sheet is issued, that fact 
should be stated. Any of the com- 
pany’s own securities purchased but 
not yet cancelled should be shown 
separately as a deduction from the 
relative liability. The amount pay- 
able within a year out of current 
funds should be included in current 
liabilities. As to mortgages and simi- 
lar obligations, the particulars refer- 
red to in this paragraph should be 
provided to the extent practicable. 


Reserves 
Reserves should, if important in 
amount, be set out separately in the 
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balance sheet and in ordinary circum- 
stances be shown as part of the share- 
holders’ equity. Accruals in respect 
of liabilities, commitments or obliga- 
tions often erroneously described as 
reserves should be described as accru- 
als, provisions or by some other ap- 
propriate term other than reserves 
and should be treated as liabilities 
and the amounts disclosed, if ma- 
terial. 


Share Capital 

Particulars of share capital auth- 
orized, the number of shares issued, 
and the amount received which is at- 
tributable to capital in the case of 
each class of shares, should be dis- 
closed, also the rate of dividends on 
preference shares and the arrears of 
dividends on cumulative preference 
shares should be stated. Where 
shares are redeemable that fact 
should be stated and the current re- 
demption price, if materially different 
from the par or stated value, should 
be disclosed. 


Particulars as to any options or 
rights outstanding for purchase or 
conversion of shares should be dis- 


closed. 


In the case of mining companies, 
particular attention should be paid 
to the requirements of the Act. In 
the case of shares issued at a dis- 
count, it is necessary that the dis- 
count applicable be shown as a de- 
duction from the par value of each 
classification. 


Surplus or Deficit 

Earned surplus should be shown 
separately from contributed surplus. 
The description of surplus accounts 
should indicate their origin. Where 
there is a condition restricting or af- 
fecting the payment of dividends such 
as those frequently included in trust 


deeds, it is desirable that disclosure of 
the fact be made. 


Footnotes to Financial Statements 

Every note to the financial state- 
ments is an integral part of them 
and a reference thereto should appear 
on the financial statements. 


(a) Particulars of any change in ac- 
counting principle or practice 
and the effect of such change. 
Any change in the basis of valu- 
ation of inventories from that of 
the previous years reported on 
and the effect of such change on 
the net income for the year 
should be disclosed. 

(b) Contractual obligations requir- 
ing abnormal expenditures in re- 
lation to the company’s normal 
requirements. 

(c) Adequate description of any con- 
tingent liabilities and, if prac- 
ticable, the approximate amount 
involved. 

(d) The basis of conversion of am- 
ounts from foreign currencies to 
that in which the financial state- 
ments are expressed; also any 
substantial amount of net cur- 
rent assets in countries with ex- 
change restrictions. 

(e) Particulars of any _ material 
charges to surplus or deficit, 
other than earnings and divi- 
dends, should be disclosed by 
footnote if not otherwise dis- 
closed. 


(f) Material contractual obligations 


in respect of long-term leases, in- 
cluding, in the year in which the 
transaction was effected, the 
principal details of any sale and 
lease transaction. 


Consolidated Statements 
The standards of disclosure set out 
above apply equally to consolidated 
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statements. In some cases adequate 
disclosure may not be furnished by 
the submission of consolidated state- 
ments only, and in such cases separ- 
ate statements for its more constitu- 
ent companies (as well as the consoli- 
dated statements) should be submit- 
ted. Where one or more subsidiaries 
are not included in the consolidation, 
by direction of the Commission, the 
reason for the exclusion should be 
clearly stated. They should be shown 
separately as investments as described 
under “Investments in Affiliated Com- 
panies”. 

The equity of minority sharehold- 
ers in the subsidiaries should be 
shown separately and if preference 
shares are outstanding, the minority 
interest on these should be segregat- 
ed. The interest of minority share- 
holders in the profits or losses should 
be set out as a separate item in the 
statement of profit and loss. 


The difference between the cost of 
the shares to the parent company and 
its equity in the net assets of subsidi- 
aries at their dates of acquisition 
should be shown separately on the 
balance sheet or grouped with good- 
will unless such difference has been 
disposed of during the period of the 
earnings statements, in which case the 
manner in which the disposition was 
made should be set out. 


If the accounts of certain subsidi- 
aries are consolidated as of a date dif- 
ferent from the date on which the 
holding company closes its accounts, 
disclosure should be made of the 
dates as of which their accounts have 
been included unless their assets, lia- 
bilities and earnings are not material 
in relation to the relevant totals of the 


group. 


While it is not intended to deal 
herein with accounting principles as 
such, there are two principles in con- 
nection with the preparation of con- 
solidated statements which are so 
fundamental to a clear presentation 
of the facts that it seems appropriate 
to mention them: 


1. Proper adjustment should be 
made for inter-company accounts, 
inter-company profits on assets 
transferred within the group (in- 
ventories, fixed assets, etc.), in- 
vestments in subsidiaries and 
capital stock and surplus at acqui- 
sition, as means of preventing du- 
plication of assets and liabilities 
and excluding profit not realized 
by the group as a whole. 


The consolidated earned surplus 
should in no case include sur- 
pluses of subsidiaries earned prior 
to acquisition. Likewise in respect 
of subsidiaries acquired during 
the year, the profit and loss state- 
ment should include only the op- 
erations since the effective date of 
acquisition. (It should be noted 
that a “pooling of interests” is not 
an acquisition. ) 


bo 


Pro Forma Balance Sheet 


If a pro forma balance sheet is is- 
sued, it is important that it be clear- 
ly labelled as such and that complete 
disclosure be made of the underlying 
assumptions on which the statement 
is predicated. An auditor should not 
express an opinion on a pro forma 
balance sheet, unless there are firm 
commitments from responsible parties 
and reasonable assurance that the 
company’s position will, in fact, re- 
semble that shown by the statement. 





Edited by W. BARRY COUTTS, €.A. 


Accounting Research 


At the recent annual conference of 
the Institute of Chartered Account- 
ants of Ontario, Miss G. Mulcahy, 
C.1.C.A. research associate, deliver- 
ed a paper on “Qualifications in the 
Auditor's Report”. Because of the 
many interesting and controversial 
points which she raised, it was sug- 
gested that the text of her talk be 
made available to readers interested 
in this important subject. Comments 
of readers are cordially invited. 


QUALIFICATIONS IN THE AUDITOR'S 
REPORT 


At its recent annual meeting, the 
C.I1.C.A. Committee on Accounting 
and Auditing Research approved the 
preparation of a bulletin revising the 
standard form of auditor’s report to 
include an expression of opinion as to 
whether or not the financial state- 
ments have been prepared in accord- 
ance with generally accepted account- 
ing principles applied on a basis con- 
sistent with the preceding year. At 
the same time, approval was also 
given for the preparation of a bulletin 
on “Qualifications in the Auditor's 
Report”. The recommendations to be 
included in this latter project, of 
course, will take into account the sug- 
gested changes in the auditor’s report. 
This paper is not intended to be a 
preview of what the committee’s re- 
commendations might be, but rather 
to bring out some of the problems 
and controversial issues of this sub- 
ject. 


That a pronouncement was needed 
on this area of qualifications was ap- 
parent as a result of a review of prac- 
tices followed in the auditor’s reports 
included with published financial 
statements of Canadian companies 
over a 5-year period: 1953 to 1957 in- 
clusive. While the vast majority of 
the reports were presented clearly, 
approximately 20% each year were 
considered ambiguous. Within this 
latter group, an analysis disclosed 
fairly extensive use of certain prac- 
tices in connection with expansions to 
and comments in the auditor’s re- 
ports which the committee felt were 
unacceptable. It showed also that the 
practices causing the ambiguities in 
1953 were still very much in evidence 
in 1957 and continued to be the main 
causes of the ambiguities. 


Ambiguous Expressions of Opinion 

At this point, it would probably be 
useful to spend a little time explain- 
ing the specific practices considered 
objectionable. 

The first of these, and the one 
which appeared most frequently, is 
the practice of expanding the aud- 
itor’s report by comments and refer- 
ences, drawing attention to specific 
facts or features, without indicating 
why such disclosures are considered 
necessary. In this type of report, the 
scope paragraph or an intermediary 
paragraph includes comments relating 
to such matters as reliance on other 
auditors, limitations in the scope of 
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the examination, certificates from 
management, variations in accounting 
procedures and factual information 
and explanations, but no reference is 
made to these disclosures in the 
opinion paragraph and the expression 
of opinion is unmodified. In other 
words, the comments drawing atten- 
tion to specific facts or features are 
left to stand by themselves without 
any indication as to the extent to 
which they affect the overall adequa- 
cy of the financial statements and 
the work done by the auditors. The 
readers of these reports must make 
their own decisions on these matters. 
On the one hand, because the expres- 
sion of opinion is not modified, a 
reader would be justified in assuming 
that the auditor is expressing a clear 
opinion and is prepared to accept full 
responsibility. If this was the auditor's 
intention, why was the expansion con- 
sidered necessary? On the other hand, 
the auditor may intend to place a 
limitation on or reservation to his 
opinion. However, if this is the case, 
he should say so and not expect this 
interpretation to be obvious by im- 
plication. 

It may be suspected that this type 
of ambiguous expression of opinion 
and report is not always unintention- 
al. One cannot help feeling that, in 
some cases, the expansions are made 
in an endeavour to avoid responsibil- 
ity. In other words, without specif- 
ically qualifying his opinion, the 
auditor would appear to be attempt- 
ing to cover himself against any 
future litigation which might arise 
with respect to the matters men- 
tioned. 


The second practice, to which the 
committee took strong objection, is 
the presentation of a series of dis- 
closures covering more than one 
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matter followed by an expression of 
opinion which was stated to be “sub- 
ject to the foregoing” or “subject to 
the above comments”, without any in- 
dication whether all or part of the 
disclosures were responsible for the 
qualification. Jennie M. Palen, in her 
book “Report Writing for Account- 
ants”, points out that “A blanket 
qualification of this type puts the 
reader under the necessity of reread- 
ing all the comments and of deciding 
which are qualifications and how ex- 
tensively the qualifications affect the 
reliability of the statements.” Few 
readers are competent to make this 
evaluation, and, in the final analysis, 
no reader should be expected to have 
to make such decisions. It is up to 
the auditor to say exactly what he 
means. 


Another practice, drawing strong 
criticism, is the failure to qualify the 
expression of opinion where notes to 
the financial statements disclose mat- 
ters which ordinarily would be ex- 
pected to require a qualification of 
the auditor’s opinion. A typical ex- 
ample of this situation is where a 
note to the financial statements ex- 
plains that no depreciation has been 
recorded in the accounts for the cur- 
rent year and discloses the effect of 
this omission on the reported net 
profit or loss. This information in- 
dicates a procedure which is con- 
trary to generally accepted account- 
ing principles, yet the auditor makes 
no reference to this fact and expresses 
a clear opinion as to the fairness of 
the presentation. This raises the fol- 
lowing questions: Is the auditor in- 
tending to indicate approval of his 
client’s action by not qualifying his 
report, or is he assuming that a quali- 
fication of his opinion would be self- 
evident by reason of the information 
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provided in the footnote? Only the 
auditor himself can provide the an- 
swer. 

My own feeling on this particular 
practice is that, regardless of the com- 
pleteness of the details provided by 
such notes, footnotes themselves are 
not an acceptable alternative to the 
qualification of the auditor’s opinion. 
If he intends to qualify his opinion, 
he must say so and refer to the 
specific footnotes as the reason why it 
is necessary for him to qualify. 

The outstanding common deficiency 
of each of the aforementioned prac- 
tices is the failure of the auditor to 
say exactly what he means. The re- 
sult is that the reports are subject to 
various interpretations, and there is 
nothing to indicate which is the one 
intended by the auditor. 


Disclosures in the Auditor’s Report 


Expansions of or disclosure in the 
auditor’s report may be either a 
qualification or an explanation. Be- 
cause of the fairly extensive use of the 
practices outlined, the committee con- 
cluded that there was a need for 
clarification of the procedures relat- 
ing to proper presentation of a quali- 
fied opinion and of the distinction 
which should be made in order to dis- 
tinguish disclosures intended as fact- 
ual explanation from those intended 
as qualifications. There is a basic 
difference in the purpose of each type 
of disclosure, and the committee feels 
that adequate presentation requires 
the recognition of this difference. 

As the first step towards achieving 
this objective, it is suggested that, 
whenever the auditor make a dis- 
closure in or expansion to his report, 
he should positively identify each as 
either a qualification or an explana- 
tion. 


The matter of explanatory com- 
ments and information can be covered 
very briefly. Adequate presentation 
requires that the explanations be 
worded in such a way that there is 
no possibility of their being interpret- 
ed as qualifications and that the ex- 
pression of opinion should refer to or 
identify such expansions as “explana- 
tions”. It has been suggested that the 
wording such as “with the explana- 
tions set out in the preceding para- 
graph” or “with the explanations that 
Oe oak ” in the the opinion para- 
graph would be appropriate for this 
purpose. In order to avoid any pos- 
sible misunderstanding, such informa- 
tion would be better shown as foot- 
notes to the financial statements, and, 
wherever possible, the auditor should 
urge management to do so. 


Presentation of a Qualified Opinion 


Proper presentation of a qualified 
opinion involves two essentials: (1) 
clear indication that the opinion ex- 
pressed is qualified and (2) full ex- 
planation of the reason or reasons 
why the qualification is necessary. 


In order to leave no doubt as to 
the type of opinion, the actual ex- 
pression of opinion should be modi- 
fied by wording which not only clear- 
ly conveys that the auditor intends an 
exception or reservation, but also re- 
fers to or states the qualifying circum- 
stance as “a qualification”. A review 
of wordings currently used by Cana- 
dian auditors discloses a variety of 
modifying phrases. The most fre- 
quent are: “subject to the foregoing 
comments”, “subject to the fact that”, 
“except that..... ” and “with the 
foregoing exceptions”. These phrases 
generally have been interpreted as in- 
dicating a qualified opinion, but the 
committee questions whether, in ef- 
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fect, they are satisfactory. At this 
stage of the committee discussion, no 
recommended wording has _ been 
agreed upon, but some suggestions 
have been made for possible consider- 
ation. 


The first suggestion is that there is 
a difference in significance and mean- 
ing between the words “except that” 
and the words “subject to”, the former 
indicating a definite qualification, but 
the latter not making it clear whether 
or not the auditor intends a qualifica- 
tion. It is felt that the words “sub- 
ject to”, unless carefully expanded, 
are rather vague and do not indicate 
positively the purpose of the com- 
ments and explanations referred to. 


It is interesting to note that the 
Securities and Exchange Commission 
in the United States objects to the use 
of the phrase “subject to” unless ex- 
panded by additional words which 
positively identify the comments as 
either qualifications or explanations. 
On the other hand, the S.E.C. seems 
to accept wordings such as “except 
that”, “with the exception that” and 
“with the exceptions set out in the 
previous paragraph” as indicating a 
qualified opinion. 

Two questions must be resolved 
in this connection: 


1. Do shades of meaning exist be- 
tween these two phrases, and if 
they do, will the difference be ac- 
cepted and recognized by mem- 
bers of the profession and the 
readers of the statements? 


2. If there is no difference between 


the two, are they both adequate, 
without any further expansion, to 
clearly indicate a qualified opin- 
ion, or should expansions be re- 
quired regardless of which phrase 
is used? 
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Consideration will also have to be 
given to the significance of such 
phrases as “based on our examina- 
tion”, “on this basis” and “based on 
our examination and on the reports 
of other auditors” at the beginning 
of the opinion paragraph. What is 
the purpose of these words? Some 
members insist that they are purely 
a matter of presentation, while others 
believe that they indicate a limitation 
of opinion. Which interpretation is 
correct? 


There are no outstanding problems 
with respect to the presentation of the 
circumstances requiring the qualifica- 
tion; however, the importance of 
clarity in wording cannot be over- 
emphasized. Every effort should be 
made to present the facts in such a 
way as to indicate clearly the ex- 
tent to which the exception affects the 
fairness of the financial statements or 
the adequacy of the work performed 
by the auditor. If practicable, con- 
sideration should be given to disclos- 
ing the effect of such exceptions on 
the related financial statements in- 
cluding the amounts involved. The 
method of disclosure of such details 
varies, of course, with the conditions 
encountered by the auditor. Where 
audit procedures are involved, the de- 
tails generally are included in the 
scope section of the report, and where 
accounting procedures are involved, 
the details generally are set out in a 
separate paragraph immediately pre- 
ceding the opinion paragraph or, if 
they can be expressed briefly, are in- 
cluded in the opinion paragraph. 


Circumstances Requiring a 
Qualification 

It is obvious that, in the area of 
proper methods of presentation cer- 
tain difficulties will have to be re- 
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solved, but it is in providing direction 
as to when a qualification is neces- 
sary that the committee will be faced 
with many unanswered questions. 


The first type of circumstance 
which usually requires a qualification 
of opinion is the omission of certain 
essential audit procedures resulting 
from restrictions imposed upon the 
auditor either by the client or by the 
particular circumstances. In these 
cases, the auditor must judge the sig- 
nificance of the omitted procedures 
in relation to his overall examination. 
If the scope of his examination is so 
limited as to render valueless any 
expression of opinion, then he must 
refrain from expressing an opinion. 
However, if he is satisfied that the 
overall picture presented by the state- 
ment is fair, even though he has not 
carried out all the procedures he con- 
sidered necessary, he is justified in 
expressing a qualified opinion, indi- 
cating the omitted procedures as the 
reason for the qualification. 


It has been noted that the auditor 
sometimes reports limitations in his 
examination even though such omis- 
sions have not precluded the expres- 
sion of an unqualified opinion. Ref- 
erence was made earlier to the con- 
fusion caused by this type of pre- 
sentation. Since the report states that 
the auditor has made such tests as he 
considers necessary in the circum- 
stances, this practice would appear to 
serve no useful purpose, but may well 
raise unjustifiable doubts as to the 
adequacy of the auditor’s examina- 
tion. It is suggested that it should be 
discontinued. 


The next major cause of qualifica- 
tions is the lack of conformity with 
generally accepted accounting prin- 
ciples and consistency in their appli- 
cation. Here the most contentious 


issues are to be found. With the au- 
ditor’s report being expanded to in- 
clude a reference to these matters, 
some clear agreement on these vari- 
ous problems is essential in order to 
avoid confusion and possible misun- 
derstanding as to the auditor's re- 
sponsibilities. 

The first point in question relates 
to the conformity aspect, and may be 
put this way: Where the auditor 
has qualified his opinion by specific 
reference to a lack of conformity with 
generally accepted accounting prin- 
ciples, should he, in all cases, state the 
effect thereof on the financial state- 
ments and operating results? Should 
he indicate also what procedure 
should have been followed? Another 
question that needs some discussion 
is: Must the auditor qualify his opin- 
ion in every case where there is a lack 
of conformity or only in those cases 
where the lack of conformity has a 
material effect on the financial state- 
ment? 


The question of consistency re- 
quires considerable clarification. It 
has become generally accepted prac- 
tice that changes in accounting treat- 
ment that materially affect the com- 
parability of the current financial 
statements with those of the prior 
year should be disclosed. With the 
proposed expansion to the auditor's 
report, a qualification of opinion 
would be automatic under such cir- 
cumstances. However, when we come 
to consider immaterial changes, 
there is no such clear-cut course of 
action. Some accountants feel that if 


the change does not materially affect 
the comparability of the statements, 
there is no need to report it. Others, 
recognizing the possibility that the 
change may be material at some fu- 
ture time, contend that disclosure 
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must be made regardless of material- 
ity. Still others take the stand that 
disclosure is necessary only if there 
is a reasonable certainty that the ef- 
fect on the future will be material. 
These are three different points of 
view and indicate that there is a fair 
degree of disagreement as to disclos- 
ure when the effect of the change is 
immaterial. 


From this point arises the question 
of disclosure in the event that a 
change in accounting treatment, 
which was relatively insignificant 
when it was made, becomes material 
in a subsequent year. Would the au- 
ditor be required to disclose this 
change at the time it becomes ma- 
terial if it had not been disclosed at 
the time it was made? Or is the au- 
ditor only concerned with lack of con- 
sistency with the immediately preced- 
ing year? 


Another question is whether or not 
the auditor should indicate his ap- 
proval or disapproval of the change. 
If he disapproves, he obviously does 
not feel that the new procedures com- 
ply with what he considers to be ac- 
ceptable practices in the circum- 
stances and would qualify his opinion 
as to conformity with generally ac- 
cepted practices as well as to consist- 
ency. However, if he approves of the 
change, how can he indicate this 
without immediately raising doubts as 
to the adequacy of the procedures 
previously followed? 


A fourth point which needs clarifi- 
cation is whether or not every change 
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in accounting practice constitutes a 
lack of consistency and requires a 
qualification of opinion. For example, 
because of a change in circumstances, 
a specific accounting treatment may 
no longer be suitable and a change is 
made to a treatment which would be 
appropriate under the new circum- 
stances. Is there a lack of consistency 
in accounting treatment or in the ap- 
plication of accounting principles in 
this situation? Would a qualification 
be necessary? 

One last query in this connection— 
should the effect of the change be dis- 
closed? Many accountants have al- 
ready adopted this practice, and in 
Bulletin No. 14 the committee recom- 
mended that the dollar effect of the 
change on the profit and loss fcr the 
period should be disclosed. 


With the recommended changes in 
the auditor’s report, all of these prob- 
lems have become increasingly sig- 
nificant. Because the auditor will be 
required to make a positive statement 
as to conformity and consistency, he 
will probably become more aware of 
the importance of these factors and 
will therefore give more attention to 
them than was the case when disclos- 
ure was accomplished by implication. 
If uniformity of practice is to be ac- 
complished, some measure of agree- 
ment must be reached as to the cor- 
rect solution to these problems. If 
improvement in presentation is to be 
accomplished, there must be a greater 
appreciation of the deficiencies in 
those practices considered ambiguous 
and objectionable. 





Tax Review 





Edited by CAMPBELL W. LEACH, C.A. 





Bill C-48, an Act to amend the In- 
come Tax Act, was passed by the 
House of Commons on May 20 and 
will now presumably be law. As 
usual, the Act incorporates the bud- 
get resolutions and other matters of 
a more technical nature. 


CHANGES AFFECTING CORPORATIONS 
AND BUSINESSES 


Share transfer and other expenses 
For 1955 and subsequent taxation 
years corporations will be permitted 
to deduct from their income certain 
expenses in relation to their share- 
holders which, while permitted in the 
past, were disallowed by the Ex- 
chequer Court in the Distillers Cor- 
poration-Seagrams Limited case (Tax 

Review, December 1958). The ex- 

penses expressly allowed as a deduc- 

tion by the addition of paragraph 

(cc) to section 11(1) are: 

(i) fees payable to registrars, trans- 
fer agents and dividend remit- 
ting agents, 

(ii) fees payable to a stock exchange 
for the listing of shares of the 
corporation, 

(iii) expenses incurred in the course 
of printing and issuing financial 
reports. 


Uncollectible proceeds of disposition 

Where an amount owing to a tax- 
payer, either corporate or individual, 
on account of the sale of depreciable 
property is established to have be- 
come a bad debt in the taxation year, 
the taxpayer may claim the amount as 


a deduction from income. In this con- 
nection reference should be made to 
the Leonidas Roy case (Tax Review, 
March 1959) where such a deduction 
was permitted without the need for 
special provisions. The amount 
allowed as a deduction is the lesser 
of the amount of the debt or the 
amount of the proceeds subject to re- 
capture. It is to be noted that where 
the property is sold at a loss, nothing 
may be claimed even if a portion of 
the proceeds is uncollectible. This 
new section 11(3d) is applicable for 
1959 and subsequent taxation years. 


Inventory valuation 

A new subsection has now been 
added to section 14 as a further clari- 
fication to the provisions of the Act 
concerning the valuation of inven- 
tories. This subsection specifically 
provides that the inventory at the be- 
ginning of the taxation year must be 
valued at the same amount as the 
amount at which it was valued at the 
end of the preceding year. This is 
merely a technical amendment to en- 
sure that principles which appear ob- 
vious are actually provided for in all 
cases, and is applicable to the 1958 
and subsequent taxation years. 


Depreciable property 

The definition of depreciable prop- 
erty has been changed by moving the 
quotation marks forward three words. 
The definition now reads “depreciable 
property” instead of “depreciable 
property of a taxpayer”. This change 
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supposedly clarifies the application of 
section 20 and reflects the Supreme 
Court of Canada decision in the 
Caine Lumber case (Tax Review, 
June 1958) although it is not clear 
whether this change would have help- 
ed the situation or not. The same 
type of change, i.e. moving the quota- 
tion marks forward three words, has 
also been made to section 20(5)(d) 
and (e). 


Donations by life insurance 
companies 

In accordance with the amend- 
ments made in 1958 permitting cor- 
porations to deduct charitable contri- 
butions to the extent of 10% of their 
income, similar provisions have now 
been made for life insurance com- 
panies, effective in 1958. 


Rate changes 

As generally known, the effective 
corporate tax rates were increased 
to 21% on the first $25,000 of taxable 
income and 50% on the excess, ap- 
plicable from January 1, 1959. As 
usual, where a corporation has a 
taxation year part of which is before 
and part of which is after January 1, 
1959, the tax at the old and the new 
rates must be apportioned according 
to the number of days in each calen- 
dar year. 


Mutualization of insurance companies 

The Canadian and British Insur- 
ance Companies Act permits insur- 
ance companies to convert to mutual 
corporations by purchasing or re- 
deeming their shares. In such circum- 
stances, shareholders are not regard- 
ed as having received a taxable di- 
vidend even though sections 8 and 81 
would so prescribe. This exemption 
is now extended, by the addition of 
section 68B, to the shareholders of 
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provincial life insurance corporations 
who mutualize under the terms of the 
various provincial Acts and is ap- 
plicable to amounts applied after 
1958. 


NRO companies 

In 1955, NRO companies were not 
permitted to qualify as such if they 
derived more than 10% of their gross 
revenue from rents. As the income of 
this nature which such a company 
could receive was categorized as 
“rents, hire of chattels, charterparty 
fees or remunerations” there was 
some doubt as to whether the term 
“rents” applied to the whole expres- 
sion, or simply to rents exclusive of 
hire of chattels, charterparty fees or 
remunerations. This has now been 
clarified by the addition of the rental 
exclusion of the words “hire of chat- 
tels or charterparty fees or remunera- 
tions” effective for the 1960 and sub- 
sequent taxation years. 


Foreign business corporations 

The proposed amendment concern- 
ing foreign business corporations has 
received considerable publicity but 
is not being discussed at this time be- 
cause it may be withdrawn. The 
Senate has rejected this proposed 
change at the time of writing and the 
outcome is therefore not known. Full 
details will be provided in the next 
issue. 


Crown agents 

For 1957 and subsequent years, 
crown corporations will not be en- 
titled to the 9% provincial tax credit. 


Special reserves 

Every debt in respect of the sale of 
property or services rendered in the 
course of business must be included 
in income in the year of sale even 
though the amount may not be re- 








158 THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1959 


ceivable for a number of years. This 
provision of section 85B is modified, 
however, by permitting the taxpayer 
to claim a reserve for a reasonable 
portion of the profit in respect of 
amounts not due until two years after 
the date of sale. The section has now 
been amended to follow the practice 
of the Department of National Re- 
venue which permitted a reserve in 
respect of the profit portion of all 
payments due after the year of sale 
provided that the last payment ex- 
tends past two years. This change is 
applicable to the 1958 and subsequent 
taxation years. 


The same section provided that the 
reserve claimed against business in- 
come in one year had to be included 
in the income of the next year. How- 
ever, if there was no business income 
and the reserve was deducted from 
other income, technically it did not 
have to be included in the next year’s 
income. This oversight has now been 
corrected, effective in 1959, by requir- 
ing that such reserves be included in 
income regardless of whether they 
were deducted from business or other 
income. 


Amalgamations 

The provisions concerning amalga- 
mations which were introduced in 
1958 have been refined by the amend- 
ment of the paragraph concerning un- 
depreciated capital cost to the new 
corporation. The Act provided that 
the undepreciated capital cost of 
property of a prescribed class ac- 
quired by the new corporation would 
be the same as the undepreciated 
capital cost to the predecessor cor- 
porations. This did not provide for 
the situation where assets which had 
previously been disposed of were still 
being depreciated pursuant to the 
provisions of the Act. This has now 


been corrected by rewording section 
851(2)(d) (ii). 

A new section, 105C, has also been 
added which provides that where the 
undistributed incomes of the amalga- 
mating corporations prior to amalga- 
mation exceed the value of the assets 
(other than goodwill) less liabilities 
immediately after amalgamation a tax 
of 20% must be paid on the excess. 
This is designed to prevent the 
avoidance of tax upon undistributed 
income which would disappear in an 
amalgamation, especially a “vertical 
merger”. This new section is applic- 
able in respect of any amalgamation 
after May 13, 1959. 


Tax on undistributed income of 
corporations subsidiary to a per- 
sonal corporation 

Section 105(2a) which permits the 
payment of the 15% tax on undis- 
tributed income accumulated after 
1949 of corporations that are sub- 
sidiary to a personal corporation has 
been amended. Prior to amendment, 
the section permitted the payment of 
tax only upon an amount equal to the 
dividends paid when it was subsidiary 
to a personal corporation. The new 
section permits the payment of tax 
upon an amount equal to all divi- 
dends paid by it after 1949 (with one 
exception), whether or not it was at 
the time of payment subsidiary to a 
personal corporation and, moreover, 
permits the tax to be paid upon stock 
dividends which resulted from the 
capitalization of undistributed _ in- 
come. A corporation cannot, however, 
pay the 15% tax upon dividends paid 
when it was subsidiary to a corpora- 
tion that was not a personal corpora- 
tion. 


Group insurance 
Although more applicable to in- 
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dividual employees than to corpora- 
tions or businesses, the new amend- 
ment concerning group insurance will 
be of interest to employers as they 
must calculate the amount of taxable 
premiums for group life insurance in 
excess of $25,000. New paragraph 
(db) is added to section 6 effective in 
the 1960 and subsequent taxation 
years. This means, of course, the 
calendar year, as employees are sub- 
ject to tax on that basis. Presumably, 
then, employers will be obliged to 
calculate the taxable portion of prem- 
iums paid by them which relate to 
the calendar year irrespective of the 
fact that the fiscal year or the policy 
year is different. The new paragraph 
provides that an employee must in- 
clude in his income the group insur- 
ance premium paid by his employer 
for life insurance upon his life in ex- 
cess of $25,000. This new provision 
was presumably introduced to limit 
the advantage which arose through 
the exemption from tax of premiums 
paid by employers for group insur- 
ance. Incidentally, section 5 of the 
Act has also been amended, effective 
in 1960, to clarify the term “group in- 
surance”. This term will in future be 
referred to as “group life, sickness or 
accident insurance plan”. 


The calculation of the amount of 
the premiums taxable in the hands of 
the employees is somewhat compli- 
cated, and employers should refer to 
the express wording of the Act. In 
the event that coverage is in excess of 
$25,000 employers will be obliged to 
make the calculations, but in respect 
of the policy year only. The mean 
total of insurance in force, being one- 
half the aggregate of insurance in 
force at the beginning of the policy 
year and at the end of the policy year 
must be divided into the premiums 


159 


paid for the policy minus any refunds, 
credits or dividends. This produces 
the premium payable for each dollar 
of insurance. Where the period of 
coverage is less than 365 days, it is 
provided that the total premium must 
be reduced by the proportion that 
the number of days in the period is of 
the number of days in the policy 
year. 


Once the cost per dollar of insur- 
ance is established, this cost is applied 
to the employee’s coverage in excess 
of $25,000 to determine the amount 
applicable to the excess coverage. 
From this is deducted the amount 
paid by the employee himself during 
the calendar year for insurance over 
$25,000. This amount is calculated 
by multiplying the premium by the 
excess coverage and dividing by the 
total coverage. 


The new amendment provides that 
where an employee is covered by 
more than one policy, a separate cal- 
culation must be made for each policy 
and the $25,000 prorated between 
them according to total coverage. 

The explanatory notes accompany- 
ing the amending bill illustrate the 
calculation as follows: 

Mean total of life insurance 


under policy ... .$1,000,000 


Life insurance for one employee 100,000 
Total premiums for policy $8,000 
Experience rating refund 1,000 

a 7,000 
Premium paid by employee... . 300 


Period of coverage — Jan. 1-Nov. 30, 1960. 


The premium applicable to 1960 is 

7,000 x 334 or 6,405.48 which on total 
365 

coverage of $1,000,000 produces a rate 
of .00640548. This rate is applied to 
the employee’s insurance over $25,000 
and results in a premium of $480.41 
(75,000 x .00640548). The employee's 
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contribution to this excess is $225, 

calculated as 75,000 x 300. This 
100,000 

amount is deducted from the prem- 

ium of $480.41 to arrive at the amount 

taxable in the hands of the employee, 

ice. $225.41. 

There is some doubt as to the exact 
meaning of this new provision as it 
relates to the apportionment of the 
total premium. As indicated above, 
where an employee is not covered for 
more than $25,000 during part of the 
year, the premium must be reduced 
according to the number of days of 
coverage. There would appear to be 
grounds, however, for assuming that 
the reference to “the period” means 
the period during the policy year that 
the employee is covered. If this in- 
terpretation is correct, it would mean 
that if a policy year ended on Janu- 
ary 31, the premium would be re- 
duced 11/12ths and this would elim- 
inate, in most cases, taxable income 


in the hands of the employee. This in- 
terpretation was never intended, but 
it is felt that the wording should be 
changed to eliminate any doubt. 


Notices of objection 

With respect to any notice of 
assessment mailed after February 8, 
1959, taxpayers will have 90 days 
within which to serve notice of ob- 
jection. Formerly, the notice of ob- 
jection had to be served within 60 
days from the day of mailing the 
notice of assessment. 


Assessments re tax deductions 
at source 

Assessments sent to employers in 
respect of tax withheld from em- 
ployees’ remuneration or which are 
sent to payers of income to non-resi- 
dents were required to be sent by reg- 
istered mail. This requirement has 
been deleted so that such assessments 
may now be sent by ordinary mail. 
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BY JOHN W. CROWE, C.A. 


Admimstrative Accounting 


MAINTENANCE CONTROL 


The objective of any control system 
in industry is to increase efficiency 
and to reduce costs. Stated another 
way, it is to achieve the same or bet- 
ter results with less effort and less 
outlay of money. The specific objec- 
tive of maintenance control must be 
to keep a plant operating at an ac- 
ceptable level of efficiency with a 
minimum of interruption and a mini- 
mum of cost. Maintenance planning 
also forms an integral part of a com- 
pany’s overall financial and operating 
budget. 


What is Maintenance? 


Actual repairs to machinery or 
buildings immediately come to mind 
in this connection. However, other 
types of expenditures usually classi- 
fied by industry as maintenance in- 
clude a variety of services performed 
by a maintenance staff, such as lubri- 
cation, painting, cleaning, landscap- 
ing, routine inspections, filling fire 
fighting equipment, etc. In addition 
most modern plants require numerous 
minor additions and alterations to 
keep them operating at a competitive 
level of efficiency. Since these minor 
changes do not add to the economic 
life of the plant but are necessary to 
keep it operating satisfactorily, they 
should be charged to operations and 
not capitalized. Maintenance expen- 
ditures can therefore be roughly 
classified as follows: 

1. Repairs to buildings. 


2. Repairs to machinery and equip- 
ment. 
3. Services. 
4. Minor additions and alterations. 
It is usually highly desirable for the 
maintenance coding system to reflect 
these classifications. 


Level of Maintenance 

Since the level of maintenance 
seems to vary somewhat from com- 
pany to company, a firm has some 
flexibility in determining the scale of 
its activity in this regard. The ques- 
tion arises therefore as to the most 
appropriate level. Clearly a plant 
must be kept operating at a competi- 
tive degree of efficiency. Any repair 
needed to keep a plant so functioning 
is obviously a compelling requirement 
and must be done immediately. There 
are many maintenance items, how- 
ever, which can be postponed. It is 
partly an engineering and partly a 
philosophical problem. To put the 
matter into perspective, it is suggest- 
ed that a works manager is respon- 
sible for keeping a plant at a high 
level of efficiency, and the emphasis 
should be on his obtaining special au- 
thorization to postpone, rather than to 
do, repairs. Additions and alterations 
are a more difficult question. One ap- 
proach is to have an annual budget 
for such expenditures which can be 
varied in accordance with overall fi- 
nancial policy for any given year. 


Responsibility 
The manager of a plant obviously 
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should be responsible for its mainten- 
ance. Under him, assuming there are 
separate production and maintenance 
departments, the line of responsibility 
may not always be so clear. Usually, 
however, a production superintend- 
ent is held responsible for seeing that 
his machinery is kept operating efh- 
ciently. In other words, he must see 
that needed repairs are reported to 
the maintenance departments and 
that satisfactory action is taken. The 
maintenance superintendent _ there- 
fore provides the production depart- 
ment with a service, and it is his re- 
sponsibility to see that this is done 
efficiently. Requests for maintenance 
from a production department should, 
as far as possible, not be on an emer- 
gency basis, but planned ahead. De- 
velopment of workable preventive 
maintenance inevitably requires close 
cooperation between the production 
and maintenance departments. The 
controller has a responsibility for see- 
ing that useful maintenance costs are 
accumulated with a minimum of 
clerical effort and for satisfying him- 
self generally that the company is 
getting value for its maintenance dol- 
lar. 


Control Procedures 

The starting point in any system of 
maintenance control is usually a work 
order which is filled out by a produc- 
tion foreman or supervisor requiring 
maintenance assistance. Essentially 
it shows a description of the work to 
be done, an allocation code, the name 
and possibly the number of the equip- 
ment involved. Repetitive services 
may be covered by blanket orders for 
a whole year. 

Upon receipt of a work order sign- 
ed by the originator (probably a pro- 
duction foreman), the maintenance 


department’s first action is to estimate 
the cost of the repair, addition or al- 
teration. The estimate will show the 
number of hours of each labour craft 
required, and the cost and nature of 
materials. Depending upon the cost, 
the work order may have to be ap- 
proved by a higher authority than 
the originator. As mentioned above, 
work orders should at least be classi- 
fied as (1) repairs or (2) additions 
and alterations. Authority for carry- 
ing out repairs can often be dele- 
gated fairly far down the line organi- 
zation since it is more logical to de- 
mand special authorization for not 
completing repairs than for doing 
them. Repairs mean keeping a plant 
as near as possible to its original con- 
dition. Additions and alterations, 
however, mean changes, and higher 
supervision may need to know and 
approve what is going on in this re- 


spect. 


Scheduling 

To make effective use of labour 
and to be sure that material is on 
hand when required, action on work 
orders must be planned ahead. If it 
is operating efficiently, a maintenance 
department will have a backlog of a 
few weeks work, and there is a prob- 
lem of priority. This can be handled 
by a weekly meeting, say on Friday 
afternoon, of a coordinating commit- 
tee of maintenance and production 
supervisors to plan activity for the 
following week. In addition the 
specific work for each day is usually 
planned at a short meeting the night 
before. 


Costing 

In a detailed maintenance cost sys- 
tem all labour and material are allo- 
cated to individual work orders. Such 
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ADMINISTRATIVE ACCOUNTING 


costs are accumulated by work order 
numbers and finally posted to com- 
pleted work orders where they can be 
compared with the estimates. The 
clerical cost of carrying out such de- 
tailed costing is often very extensive, 
and at smaller plants at least there is 
good reason to doubt that the results 
justify the expense. Fortunately a 
number of effective approximations 
and short-cuts can be made. 


One simplified approach to the 
problem of controlling work order 
costs is to concentrate on labour 
hours. It can be argued that labour 
is the element most subject to con- 
trol by maintenance foremen and that 
this is the area where it is most de- 
sirable to work against a pre-estab- 
lished estimate or standard. It is also 
the area where accounting is the 
simplest. The maintenance foreman’s 
weekly time report can be drawn up 
in such a manner that each foreman 
records daily the total number of 
hours his crew has spent on each 
work order. A further refinement is 
for a clerk to post on the time re- 
ports at the start of each week the 
number of hours available according 
to the approved estimate for each 
work order. Each craft foreman then 
can see daily how he is running on 
each job as far as total hours against 
the standard set for his craft. He can 
see well in advance if he is going to 
over-run and can report the matter to 
his supervisor. Such a technique, con- 
centrating on daily up-to-date infor- 
mation on maintenance hours, is 
usually a far more effective means of 
controlling costs than after-the-fact in- 
formation, no matter how detailed. 


In costing the hours expended on 
each completed work order, a further 
simplification is almost universally ap- 
plicable. It is to use an average 
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wage rate for each craft (or perhaps 
for the whole maintenance crew) in- 
stead of the actual rate for each man. 
The latter method of allocation is a 
very tedious and prolonged operation 
which adds little to the usefulness of 
the information. - 

Smaller plants, at least, may not 
find it worthwhile to accumulate 
maintenance materials by work or- 
ders. There will probably be suff- 
cient record of materials consumption 
if they are charged to production 
costs accounts or possibly to codes 
representing major pieces of equip- 
ment. Minor stores and supplies may 
be charged to operations when pur- 
chased. 


Stores Requisitions 

It is perhaps a fetish at many 
plants that maintenance stores and 
materials must be issued only on the 
basis of requisitions approved in ad- 
vance by a foreman. This require- 
ment inevitably causes queuing and 
much loss of labour waiting for an 
approval. There is pressure upon the 
maintenance foreman either (1) to 
sign the requisitions without scrutin- 
izing them or (2) to sign the forms in 
blank in advance. A way around this 
problem is to issue material on a 
man’s signature and to have the fore- 
man of each craft review and sign 
first thing each morning all requisi- 
tions issued the previous day to his 
crew. This procedure both eliminates 
the waste of queuing and allows the 
foreman to make a balanced appraisal 
of materials drawn by his crew. 


Equipment Cost Records 

It is often desirable to accumulate 
costs by major piece of equipment. 
This builds up an historical pattern 
which may make it possible to plan 
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the best time for overhauls, i.e. pre- 
ventive maintenance. It further pro- 
vides a record which can be useful to 
determining whether a given facility 
should be replaced. An _ obvious 
course is to have a cost card for each 
item of equipment. An alternative 
which will save clerical cost and pro- 
vide more information is to file com- 
pleted and costed work orders in a 
separate packet for each equipment 
number. Each packet then provides 
a complete record of not only the 
cost but the nature of repairs. 


Reporting and Follow-up 


There should be a report and 
follow-up on actual performance on 
jobs compared with the estimates or 
standards. In the system outlined, 
the foreman’s weekly time sum- 
mary provides an effective report on 
maintenance labour. Periodically a 
summary can be made for manage- 
ment of completed jobs on which the 
actual costs varied from the estimates 
by more than 15%. 

Perhaps the most common of main- 
tenance reports is one showing the 
backlog of each craft. For an efficient- 
ly working crew, where much of the 
work is planned, the backlog should 


be about 4 weeks. If the backlog is 
small, the indication is that the crew 
is too large; if the backlog is very 
large, there is a possibility that op- 
erating efficiency is being impaired 
by the deferral of needed repairs. 

In addition, maintenance costs are 
usually compared to a budget. In 
budgeting for repairs mathematical 
techniques can sometimes be helpful 
in determining correlation between 
repairs and production activity. More- 
over, statistical devices are useful in 
showing the maximum cumulative 
variation that can be tolerated during 
the year and still retain the likeli- 
hood of being within the budget for 
the year. This avoids the problem 
of making useless explanations of 
variances in a single month which 
will probably be offset by variances 
the opposite way in_ succeeding 
months. 


The benefits of any system must of 
course be weighed against its cost, 
and there is perhaps no area where 
control techniques are more apt to 
become involved and costly than 
maintenance. As in many problems, 
however, a little imagination can 
sometimes develop simpler devices 
which are both effective and inex- 
pensive. 
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Current Reading 


MAGAZINE ARTICLES 


BUDGETING 

Serving Sales Through Planning of 
Production and Inventory (Account- 
ing Practice Report No. 6). National 
Association of Accountants; January 
1959; 30 pages. 

This report is based on 47 account- 
ing practice descriptions submitted by 
N.A.A. authors. The descripticns 
deal primarily with companies pro- 
ducing for stock. However, several 
descriptions relate to companies pro- 
ducing to customers’ orders. In brief, 
the descriptions disclose procedures 
by which companies: 


1. Adapt their annual sales budgets 
to the shorter period which makes 
them useful for production plan- 
ning. 

2. Establish desired stock quanti- 
ties. 

3. Arrange operating levels to corres- 
pond to goals set in 1 and 2. 

4, Maintain oversight to make sure 
that the production is forthcoming. 


Among the procedural devices em- 
ployed to coordinate production, sales 
and inventory planning are: 


1. Selection of a month suitably far 
ahead for which to regard volume 
estimates as “firm” for purchasing 
and scheduling of production. 
Revising forecast volume when 
period sales deviate from plan by 
more than the set limits. 
3. Punched tape, created when ship- 
ping orders are written at ware- 


bo 
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house, used at division office for 
a thrice-weekly report of orders 
received for comparison with sales 
plan. 

4. Incorporation of volume forecast 
for each product into stock cards 
utilized for requirements planning 
and stock level control. 

5. Avoidance of “forced” seasonality 
of production through better li- 
aison with customers. 

6. Planning production around a 
“model month”, with production of 
“under-minimums” and “special” 
customer orders as controlled ex- 
ceptions. 

7. Testing of overall inventory level 
monthly through established ratio 
of finished goods to budgeted 
standard cost of sales. 

8. Substantial reduction of branch in- 
ventories through monthly inven- 
tory of more active items, as a 
basis for replenishment. 

9. Mark-sensed inventory cards ship- 
ped from branch to head office 
and there utilized for comparisons 
with minimums and to _ initiate 
stock replenishment. 


CAPITAL BUDGETING 

“How To Assess INVESTMENT PRopos- 
ats’ by R. H. Baldwin. Harvard 
Business Review, May-June 1959, pp. 
98-104. 

Current methods of applying pres- 
ent value principles to assess invest- 
ment proposals define rate of return 
to be that rate of interest which will 








166 THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1959 


equate the discounted value of the 
stream of future earnings and the cost 
of the investment itself. Economists 
refer to this rate as “the marginal ef- 
ficiency of capital”. Implicit in this 
procedure is the assumption that, for 
the period between the moment when 
the first dollar investment is made and 
the time when additional funds are 
spent, the funds are, or could be, in- 
vested at the rate of return calculated 
for the proposal. The procedure also 
assumes that direct income generated 
by the project can be reinvested at 
the interest rate estimated for the pro- 
ject. 

Objecting to these assumptions, R. 
H. Baldwin outlines a scheme which 
discounts the flow of investment out- 
lays at a composite annual return that 
the company can expect to gain on 
funds invested in all of its activities. 
Cash income is not discounted at all, 
but is compounded at the assumed 
opportunity cost of capital over the 
life of the project. The dollars gen- 
erated by the project by the end of 
its project life are then related to 
the present value of the flow of in- 
vestment, as calculated. As illustrat- 
ed by Baldwin, this method gives a 
rate of return that is significantly low- 
er than the rate that would be ob- 
tained by the conventional method. 
Furthermore, the farther the rate of 
return as usually computed gets from 
the value of money, the greater the 
difference becomes between the two 
methods. 


According to the author, in addi- 
tion to providing what he calls “the 
real rate of return”, his procedure has 
the added practical advantage of be- 
ing simple and more straightforward 
to perform than are current methods. 
A clear understanding of the principle 
will, he claims, lead to better plan- 


ning, technological advances and 


higher profits. 


OPERATIONS RESEARCH 

“THe OPERATIONS RESEARCH AP- 
PROACH TO THE Bupcet Forecast — A 
Case Stupy” by A. F. Moravec. NAA 
Bulletin, June 1959, pp. 15-23. 


Operations research is the name ap- 
plied to the scientific study and an- 
alysis of management problems aimed 
at maximizing or optimizing the effec- 
tiveness of a company’s overall op- 
erations. Among management ser- 
vices, it serves as an adjunct to, not 
a substitute for, services such as mar- 
ket research, statistics, accounting, 
production control, and _ inventory 
control. This article describes how 
operations research techniques were 
successfully teamed with budgetary 
skills and computer capabilities to re- 
duce the time required to prepare a 
forecast of sales, costs and profits to 
guide management in its decision 
making. 


Moravec illustrates how wage fore- 
casting was simplified by the use of 
regression analysis. By manual meth- 
ods alone, the time spent on this 
phase of forecasting was reduced by 
70%. When improved methods were 
combined with a computer applica- 
tion, overall preparation time was re- 
duced from 13 weeks to 2 weeks. 
Additional benefits, some of which 
were not anticipated, include: a sav- 
ing of $180,000 over a 5-year period, 
flexibility to expand and contract with 
changing business needs, revised fore- 
casts obtained simply and economic- 
ally, and customer proposals prepared 
on a more competitive basis. 


PRICING 
“PRICING PrRopucTts FOR MAaAxIMUM 
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Prorits” by B. J. Belda. The Illinois 
Certified Public Accountant, Winter 
1958-59, pp. 28-35. 


Pricing products for maximum pro- 
fits, writes the author of this article, 
must take into account three funda- 
mental factors: careful market an- 
alysis, sound costs and mark-up tech- 
niques that are based upon carefully 
planned business objectives. 


The market analysis should include 
a penetrating study of product and 
territorial potentials, competitive con- 
ditions, and customer needs and de- 
sires. Costs for pricing purposes 
should be based upon current and fu- 
ture price levels and should be deter- 
mined in a manner that will separate 
direct variable elements from fixed 
charges. Profit mark-ups should take 
into account the significance of the 
varying investment factors involved 
in the production and sale of different 
products. 

Proper attention to these matters, 
Mr. Belda advises, will contribute to 
effective price determination and ad- 
ministration. 


BOOK REVIEWS 


C.P.A. Problems and Approaches to 
Solutions, C. T. Horngren and J. A. 
Leer; Prentice-Hall, Inc., Englewood 
Cliffs, N.J.; Vol. I — 392 pages, $7.95; 
Vol. 2 — 319 pages, $6.00. 

This book has been written espe- 
cially for those preparing for ad- 
vanced accounting or professional 
examinations. The authors believe 
(and few will doubt them) that 
faulty review and inept approaches 
to examination problems result in 
many lost marks. This work will be 
a valuable tool in helping candidates 
overcome both faults. 


A short introductory chapter con- 
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tains many helpful hints on general 
examination technique. The whole 
book lays emphasis on “the most pro- 
ductive procedures in the preparation 
of solutions and on the reasoning un- 
derlying them rather than merely on 
the solutions themselves”. 


Section 1 includes a large number 
of actual CPA examination problems, 
organized by topics. Section 2 pre- 
sents a clear and concise general ap- 
proach to problems of each type and 
specific suggestions on how to at- 
tack each individual problem. Sec- 
tion 3 includes questions on theory of 
accounts, auditing and law with a 
suggested general approach to ques- 
tions of this kind. Answers to each 
problem or question are in a separate 
volume. 


This is not a textbook, and does not 
pretend to exclude the necessity for a 
textbook review of theory on each 
topic. However, many of the general 
approaches do give an excellent sum- 
mary of important points in that topi- 
cal area, and a short bibliography is 
given for each group of questions or 
problems. 


The chief drawback is, of course, 
that this book is based on examina- 
tions of the American Institute of Cer- 
tified Public Accountants and some 
topics such as income tax and law 
will be wholly inapplicable for Can- 
adian students. This does not harm 
the parts on consolidations, cost ac- 
counting, accounting theory, auditing 
and others. In addition, students 
might supplement the book with an 
analysis of previous Canadian exam- 
inations and prepare practice solu- 
tions to representative questions, 
using the review methods and gen- 
eral approaches suggested in the 
book. 
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Although most of the problems will 
be beyond the scope of the C.A. in- 
termediate examinations, the hints on 
technique and problem approach 
make this book worth considering for 
intermediate candidates. There is no 
hesitation in recommending it to all 
candidates for C.A. final or any ad- 
vanced accounting examinations. 

I. E. Mitur, C.A., 
Halifax, N.S. 


How to Solve Introductory Account- 
ing Problems, W. Rogers Hammond; 
Prentice-Hall, Inc., Englewood Cliffs, 
N.J.; 272 pages; $2.95. 

This soft-cover book should prove 
very helpful to initiates to bookkeep- 
ing such as first-year C.A. students. 
With the exception of one section on 
“Treasury Stock”, the material ap- 
pears to be acceptable to Canadian 
practice. 

The book is not a text that teaches 
principles, but is, rather, designed to 
show more of the mechanics of ele- 
mentary accounting and hence is to 
be used with a text when working 
problems. It explains in detail the 
placing of figures, the rulings, entries 
and postings involved in the general 
journal, specialized books of entry, 
ledger and financial statements. The 
extended trial balance work sheet, 
and adjusting and closing entries are 
clearly explained, and entries for de- 
preciation, depletion, amortization, 
bad debts, inventories, etc. are given. 

Part II deals with selected topics, 
including controlling accounts, inter- 
est and discounts, bonds, sinking 
funds, proprietorships, partnerships, 
capital stock and dividends. A sec- 
tion on the calculation of 16 common 
ratios used in statement analysis is 
noteworthy. 

This book is sufficiently explanatory 


of principles to be of definite use to 
anyone interested in furthering a 
rudimentary knowledge of bookkeep- 
ing, and will be a boon to the student 
who experiences difficulty with the 
form of elementary problem solutions 
and their underlying calculations. 
D. C. R. Horne, C.A. 
Montreal, Quebec. 


Business Mergers and Take-over Bids, 
Ronald W. Moon, B.Litt. (Oxon), 
A.C.A.; Gee & Co. (Pub.) Ltd., Lon- 
don; 210 pages; 25/- net. 

This book is a study of the post- 
war pattern of amalgamations and 
reconstruction of companies.  Al- 
though written with the U.K. indus- 
try as a background, the basic phil- 
osophy of mergers and take-over bids, 
with a view to making economic use 
of idle plant capacity and economy in 
use of current assets, is also applic- 
able to Canadian industry. Since 
England was the birthplace of the 
joint-stock company, we are able to 
follow the changing pattern of busi- 
ness concentration, techniques em- 
ployed and resultant economic effect 
of mergers over the past 100 years. 

The author includes many prac- 
tical examples drawn from studies of 
mergers and bids. The book is lib- 
erally sprinkled with graphs, extracts, 
comments and examples which do not 
detract from the presentation of the 
problem at hand. Of particular in- 
terest to students-in-accounts is the 
section on typical examination ques- 
tions concerning the “whys” and 
“wherefors” of mergers. 

In this book the reader will encoun- 
ter democracy at work in the business 
field. We see, on one hand, the situ- 
ations created by government re- 
strictions on raising of capital, cur- 
tailment of dividend payments and 
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imposition of a stamp duty on the 
transfer of property. On the other 
hand, we study the methods employ- 
ed by business to overcome these ob- 
stacles through acquisition of “shell” 
corporations, use of the take-over bid 
technique and _lease-option § agree- 
ments. 

During the past year a large num- 
ber of mergers have taken place in 
the U.K. as a result of the operation 
of the Restrictive Trade Practices Act, 
an Act designed to stimulate competi- 
tion. This Act is revolutionizing op- 
erations of a large section of U.K. in- 
dustry which, through amalgamations, 
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is seeking larger units with which to 
face keener competition. As yet, in 
Canada, legislation does not encour- 
age the growth of the large business 
unit through amalgamations. Our 
country may well pay close attention 
to the economic climate created by 
the new U.K. Act and thereby gain 
valuable guidance on this particular 
subject. 

The book is highly recommended 
for the public practitioner and ac- 
counting student as it covers a sub- 
ject rarely dealt with in accounting 
texts. 

Jonn A. Carson, C.A., 
Toronto, Ontario, 
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Export of Oil 


There have been considerable publicity and speculation as to the pos- 
sible sale of Soviet-controlled oil in western hemisphere and world markets. 
Over the past five years there has been a steady increase in the volume of 
oil exported from the U.S.S.R. and its satellites. Currently it is estimated that 
the total of such shipments is running in the order of 250 thousand barrels 
daily which is, of course, well below 2% of the free world’s demand. While 
the Russian trade agreements are partially politically motivated, they also give 
considerable recognition to economic considerations. Most of the shipments, 
therefore, are to Europe with only about 25 thousand barrels daily reach- 
ing western hemisphere destinations, principally Argentina, with small volumes 
to Brazil and Uruguay. With regard to the outlook, it is anticipated that 
total Russian shipments will continue their gradual increase, but because of 
the rapidly growing internal Russian needs, their exports are unlikely soon 
to outgrow a nuisance position in world markets and thus remain a very 
minor direct factor in the western hemisphere. 
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The exportability from free eastern hemisphere sources is, however, a 
much more important influence. In addition to the well-known spare pro- 
ductive capacity at present in the Middle East, there is a continuing high 
level of exploration in nearly all prospective eastern hemisphere areas. Re- 
cently, wide-spread activity in Africa has been much in the limelight, with 
the success scored in Algeria, for example, assuring substantial exports from 
that area within the next few years. 

— From an address by J. A. Cogan, vice-president, 
Imperial Oil Ltd., to the National Federation of 
Financial Analysts Societies, Montreal, June 1959. 
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Quebec Institute Addressed 
by Canada Steamship 


Lines President 


Major problems relating to the 
construction of the St. Lawrence 
Seaway formed a significant part of 
the address of T. A. McLagan, presi- 
dent of Canada Steamship Lines 
Limited, to the members of the In- 
stitute of Chartered Accountants of 
Quebec at their annual conference 
held June 15 and 16 at Macdonald 
College, Ste. Anne de Bellevue. After 
dealing with the history of the Sea- 
way and its importance to the North 
American economy, Mr. McLagan 
commented specifically on Welland 
Canal tolls, congestion at the Canal, 
Canada’s coastal laws and ocean ship- 
ping and shipbuilding. On_ these 
topics, he said in part: 


On Welland Canal Tolls—“There has 
been great agitation by many public 
bodies for no tolls to be levied at all 
and some of the arguments are based 
on sound thinking. These agitations 
have been of no avail and tolls are 
now being charged. 

“The tolls being levied in the Wel- 
land Canal mean an increase in the 
cost of transporting all water borne 
cargo at present using this canal. This 
is not a forward step because very 
little cost reduction work has been 
done in the Welland Canal. 


“If we Canadians insist on levy- 
ing a toll on traffic in the Welland 
Canal, we will encourage the Amer- 
icans to levy a toll on traffic flowing 
through part of the Detroit River 
where the U.S.A. is now blasting a 


deep water channel similar to the 
St. Lawrence Ship Channel and also 
to levy a toll on all traffic flowing 
through the Soo Canal. Our big ships 
must use the Soo Canal because the 
Canadian locks there are too small. 
American ships must use the Welland 


Canal. If both countries commence 
to levy tolls on the various sections of 
the waterway which they control, 
then all the savings will be nullified 
and in some cases cheap water trans- 
port will disappear.” 


On Congestion at the Welland Canal 
—“So far in 1959, congestion at the 
Welland Canal is proving to be a very 
big pain. In 1957 some 22 million 
tons passed through the Welland 
system, and 95% of it was carried by 
Canadian and American inland ships, 
of which 94% was bulk cargoes. The 
experts say, however, that the capaci- 
ty of this canal is 60 million tens. 
The Canadian ship operators have 
been saying, since before the Seaway 
construction started, that the Welland 
system was near to saturation point 
now and from the results since April 
25, 1959, it would look as if we are 
right. 

“Now there are single locks at either 
end of the Welland Canal, and it is 
this condition that is causing delays 
because it takes about the same time 
to lock through our big ships as it 
does the smaller ocean ships. The 
ocean ships have been so numerous 
that the canal simply cannot handle 
them. Everybody is losing. Some of 
our ships have waited one, two and 
three days to get into the canal. What 
do you think happens when a $6 
million vessel takes 50-60 hours to go 
28 miles? American authorities have 
referred to the Welland problem as 
the Welland “pinch”. The solution is 
either to build twin locks which will 
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cost an enormous amount of money 
($150 million and take about five 
years to complete) or regulate the 
traffic which is most important to 
Canada. I think that this Welland 
problem has spoiled a good job 
and it is not going to be cured for a 
long time. The cost of all water- 
borne transportation through the 
Welland has gone up appreciably, 
first through the tolls and secondly, 
and more important, due to the de- 
lays in the time of passage. This is 
not what the Canadian people have 
been led to believe.” 


On Coastal Laws — “In 1929 a law 
was passed permitting ships of British 
register to trade in the Canadian 
coasts. Bear in mind that ships of no 
other nation are permitted to do so, 
only British, When I say trade, I 
mean the transportation of passengers 
or cargo from cne part of Canada to 
another. I do not mean that foreign 
ships cannot carry cargo from Liver- 
poo! or Hamburg to Toronto. That is 
international trade. The waterway in 
this respect is open to all nations. I 
am merely speaking of the coastal 
trade. 


“Now, British crew wages are 
among the lowest in the world and 
are about one-third of Canadian 
wages. A British seaman _ receives 
about $90 per month and a Canadian 
about $275. Yet our coastal laws per- 
mit such ships to compete right in 
our own country, and by the con- 
struction of the new Seaway we are 
deliberately adding about 800 miles 
of new coast line. No other industry 
in Canada is laid bare to such unfair 
competition. Paradoxically, our mod- 
em air regulations will only permit 
Canadian-owned airplanes to carry 





ADDRESS ON ST. LAWRENCE SEAWAY 








171 


passengers and cargo from one point 


in Canada to another. Under our 
shipping laws, the owners of the 
British ships do not even have to be 
British. All they need is a British 
ship, and such competition has al- 
ready started right on the shores of 
Quebec. 

“In the U.S.A., for instance, only 
U.S.-owned, manned and built ships 
can trade in the U.S.A. On the Great 
Lakes, U.S. ships can carry ore from 
Duluth to the Canadian ports, but 
Canadian ships cannot retaliate by 
entering into competition with them 
in carrying cargo from Duluth to 
Cleveland because it contravenes the 
U.S. coastal laws. For instance, in the 
trade from Seven Islands to Lake On- 
tario, U.S. ships will be barred but 
British ships can enter into competi- 
tion with Canadian vessels. 

“Australia has restrictive coastal 
laws, and I believe Canada should 
also have them. It will be bad for 
Canada if British ships are permitted 
to render Canadian vessels unprofit- 
able in their own country. Canadian 
ships are here all the time. They 
stand with Canada whereas British 
ships will only come when it is more 
profitable to do so and then go to 
other parts of the world. Availability 
of ships is more important to Can- 
ada than any other factor. 

“The Gordon report made forecasts 
and so have other independent 
authorities. It is estimated, for in- 
stance, that the gross national product 
will increase 80% by 1970 and that the 
population will increase 35% by that 
time. It is claimed that exports of 
non-ferrous metals will increase by 
275% and iron ore will increase eight 
times. The Gordon report states Can- 
ada’s steel output will double itself 
by 1980. 
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“With these forecasts in mind, you 
will readily see the importance of 
stimulating the growth of our inland 
water carriers and how impossible it 
will be to depend on the ships of 
other nations to come here and carry 
our domestic trade.” 


On Canada’s Ocean Shipping and 
Ship Building—“Canada has practical- 
ly no ocean ships left under the Can- 
adian flag. The reason for this is 
again the matter of wages. It is im- 
possible to trade in the world and pay 
wages three times or more than your 
competitors. Canada has not offered 
any inducements or compensation to 
operate Canadian ocean ships. I 
stress this matter of wages because 
our inland fleet, now that we have 
built the Seaway, may go the same 
way as our ocean ships. (In 1948 we 
had 172 ships with a gross registered 
tonnage of 1,178,791 tons and now 
have 26 ships with a gross registered 
tonnage of 186,165 tons. ) 


“What do other nations do in sim- 
ilar circumstances? The U.S.A. pays 
an operating subsidy for ships in 
foreign trade of the U.S.A. to com- 
pensate for high American wages. 
The U.S.A. also pays a construction 
subsidy to bring down the cost of a 
U.S. ship to the level of a foreign 
ship. 

“Canada does not offer any induce- 
ment to Canadians to build ocean 
going ships. We might well examine 
what our British cousins do who 


have their troubles with nations whose 
wage rates are still less than theirs. 
Simply stated, they permit a write-off 
of 140% of the cost of a ship if it is 
built in Britain and 40% is not subject 
to recapture if the ship is sold. They 
encourage Britons to build ships. The 


time is coming when Canada_ will 
need ocean ships. Due to the high 
wage rates in Canada, Canadian-built 
ships cost considerably more than do 
British or foreign ships. Consequent- 
ly, a depreciation rate of considerably 
higher than the British allowance of 
140% will be necessary if the Can- 
adian-built ships are to be brought 
down to the cost of British ships 
through cost savings. It will not cost 
the taxpayers anything because we 
have practically no ocean ships now. 
If we do stimulate activity in ocean 
shipbuilding and Canadians enter the 
business, taxes will be paid to our 
government by the companies. Taxes 
will be paid by the shipbuilding com- 
panies and their workers. 

“Why should Canadians be interest- 
ed in this related subject of the St. 
Lawrence Seaway? The answer is 
because of the industrial activity gen- 
erated by shipbuilding. We know 
what housebuilding does for the na- 
tion. A ship requires more man hours 
of work than does a land structure 
because the ship, in addition to pro- 
viding power for its services and heat, 
must provide power to drive itself 
through the water. It is a veritable 
floating community. When a ship is 
built, about 85% of the material re- 
quired for the ship comes into the 
shipyard from other industries. Prac- 
tically every industry in the country 
participates from heavy steel to tex- 
tiles. It is estimated that about 65% 
of the cost of a ship is labour. A 
thriving shipbuilding industry pro- 
vides an enormous amount of work 
for an enormous number of people 
and industries throughout Canada.” 

Ending on an optimistic note, Mr. 
McLagan referred to the Seaway “as 
one of the most fabulous things in the 
world which stretches 2.218 miles 
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ADDRESS ON C.A. TRAINING 


from the Straits of Belle Isle to Fort 
William”. “It may surprise you to 
know”, he told his audience, “that I 
think the chief beneficiary will be the 
Province of Quebec sitting astride as 
it does at the opening of the water- 
way. In 50 years, I think the north 


Vice-President Western 
Canada Breweries Speaks 


To Manitoba Institute 


Broader C.A. education emerged as 
the key words in the address of Mr. 
A. Campbell, Western Canada Brew- 
eries Ltd., Vancouver, speaking to the 
annual conference of the Institute of 
Chartered Accountants of Manitoba 
in June on “Training CAs as Finan- 
cial Administrators”. 

Mr. Campbell said in part: 

The educational process of a char- 
tered accountant is an excellent basic 
training for a financial administrator, 
but it is only the “means towards the 
end” and is certainly not “the end 
result”, I firmly believe that supple- 
mentary training and education for 
financial management should be sub- 
sequent to the training period for a 
chartered accountant, because this in- 
tensified auditing and accounting ex- 
perience is a prerequisite for further 
postgraduate training to provide the 
necessary background and maturity to 
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shore of Quebec will be thriving with 
industry like the south shore of Lake 
Erie today and, for the same reason, 
which is cheap power, cheap iron ore 
and cheap water transport both to the 
ocean and the interior of the con- 
tinent.” 


appreciate the problems of a corpor- 
ate financial officer. 


Planning and Control Function 

One of the main functions of con- 
trollership and for which a controller 
should not only possess the required 
technical training, but also the apti- 
tude of working through people, is 
the planning and control function of 
business. 


Every business, from a small corner 
grocery store to a large corporation, 
must plan and control for profits. A 
proprietor of a small store must plan 
his purchasing, advertising, sales pro- 
motion and the amount of profits he 
requires to pay for his rent or taxes 
and to make a living. He is close 
enough to the day-to-day operations 
so that he can control his plans on 
a personal basis. 


A corporation plans on a more 
formal basis. The controller must be 
able to establish, coordinate and 
maintain through authorized manage- 
ment a complete plan for the control 
of operations. He does this by trans- 
lating the plan, through his skill, into 
the language of figures, such as sales 
forecasts, cost standards, expense 
budgets, capital expenditure budgets 
and cash forecasts. The plan must be 
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integrated so that all departments of 
the business will be scheduled to 
move harmoniously towards a pre- 
determined goal. The operating plan 
cannot be the controller's plan and 
must be established through author- 
ized management. 


When the period is under way, 
plans are compared with actual per- 
formance and the controller reports 
on the results. A well-trained con- 
troller should have the ability, train- 
ing and the fair-mindedness to be 
able to measure performance as 
against the approved operating plans 
and standards and to report and in- 
terpret the results of operations to 
all levels of management. 


The next step is action; either the 
business operations must be brought 
into line with the plan or the plan 
changed. This is, simply, planning 
and control. This is scientific manage- 
ment where the controller is a valued 
member of the management team. 
Controllers must think as manage- 
ment, although they will have no 
management responsibilities, other 
than the administration of their own 
staff. 

To be responsible for the planning 
and control function of a company, 
the controller must have the necessary 
education, training and background 
for the designing, installation and 
maintenance of accounting and cost 
systems and records, the determina- 
tion of accounting policy and the 
compilation of statistical records as 
required. It also requires a person 
with integrity, not only to interpret 
the results fairly, fearlessly and hon- 
estly, but also to make sure that man- 
agement understands the facts, so that 
corrective action can be taken. A set 
of comparative financial statements 
with interpretive comments is not 


sufficient if it is not understood. 
It is not the function of the controller 
to approve or censor any levels of 
management for bettering or failing to 
obtain planned objectives. Corrective 
action is the responsibility of line 
management. 


Taxes and Government Reports 


The controller also has the respon- 
sibility for reporting to government 
agencies as required, and to supervise 
and be responsible for all matters re- 
lating to taxes. This includes, not 
only the technical ability to have a 
good acquaintanceship with all taxa- 
tion matters, but also the ability to 
negotiate tax settlements. One of the 
most important aspects of the con- 
troller’s function in the field of taxa- 
tion is that of preventive tax plan- 
ning. This includes the review of all 
planning from a taxation standpoint 
with the object of seeking the best 
taxation benefits on all contemplated 
moves and operating decisions. The 
controller must maintain a continuous 
atmosphere of tax - consciousness 
throughout the organization by a con- 
stant process of education. 


Other Responsibilities 

The controller must also interpret 
and report on the effect of external 
influences on the attainment of the 
objectives of the business. This func- 
tion includes the continuous appraisal 
of economic and social forces and of 
government influences as they affect 
the operations of the business, Unless 
he does this, he will not be able to 
make a contribution as a member of 
the management team with respect to 
such functions as adjudicating sales 
forecasts and determining sound ac- 
counting policy with respect to chang- 
ing tax laws. 

















ADDRESS ON C.A. TRAINING 


The controller must be responsible 
for providing protection for the assets 
of the business. This function in- 
cludes establishing and maintaining 
adequate internal control and audit- 
ing programs and assuring proper in- 
surance coverage. 


Motivation 

The controller also must, of course, 
be fully competent to organize and 
administer his own staff. Probably 
one of the greatest and most frequent 
problems that controllers encounter, 
especially those who enter the com- 
mercial field directly from a profes- 
sional accountant’s office, is the temp- 
tation to assume too many responsi- 
bilities, which leads into conflict with 
operating managers. This problem 
arises mainly as a result of the par- 
ticular type of training of a public ac- 
countant and auditor, because its very 
nature is that of independence and 
aggressiveness. The controller's mot- 
ives are often misunderstood by his 
associates, and are usually the result 
of an incomplete indoctrination by 
the president, who quite often does 
not know the proper function of his 
controller. 


The controllership function is that 
of service and of equipping manage- 
ment with information and the tools 
of control. The controller, to carry 
out this function, must have an in- 
quiring mind, with a capacity for 
complex detail and a talent for col- 
lecting, sifting and sorting facts, so 
that the net result is a simple ex- 
planation for those who need it. He 
must be strong of character, but not 
self-seeking, and ever-willing to con- 
tribute freely to the thinking and in- 
dividual development of his associ- 
ates, without yielding to the human 
impulse to claim credit for his ideas. 
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His appraisals must be unbiased and 
his judgment fair. 


The bridge between the motivation 
and philosophy of the independent 
auditor and that of a financial officer 
of a corporation is much too great to 
be crossed by walking out of one 
office into another without specialized 
education and training. 


Of course, the motivation of profits, 
the desire to see that the company 
makes a bigger and better profit each 
year is a tremendous driving force in 
the controller’s make-up and _ this, 
coupled with a vivid imagination, is 
a prerequisite for a successful finan- 
cial executive. 


Accounting v. Controllership 


The modern concept of the function 
of controllership is such that a con- 
troller’s responsibilities can be com- 
pared with, and related to, the duties, 
education and training of a chartered 
accountant, which, in many cases, is 
today’s educational process for con- 
trollers. 


It might be asked why a trained 
chartered accountant cannot, soon 
after obtaining his degree, become a 
controller of a corporation, because 
in essence, the financial operations of 
any company are basically account- 
ing. A controller is not simply a 
super-accountant; he is a_business- 
man; he must think as management; 
he must assume a vital role in the 
planning for profit processes of his 
company; he must be able to measure 
actual performance ‘against the ap- 
proved plans and report and interpret 
the operating results; he must be able 
to observe impartially the progress of 
the company and report his findings 
to management. These are not ac- 
counting duties, but a thorough train- 
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ing in accounting practices is neces- 
sary to discharge them. 


Requirements of a Financial Officer 


In addition to a complete account- 
ing education, a controller requires 
specialized knowledge to adequately 
carry out his responsibilities, the types 
of which are not usually included in 
a chartered accountant’s training. 
These include a knowledge of fore- 
casting techniques; a knowledge of 
the various methods of budgeting for 
sales, expenses and production avail- 
able to various types of industrial 
and commercial enterprises; a com- 
plete education of cost accounting 
and the different types of systems that 
are employed by various industries; 
establishing break-even points; meth- 
ods for setting up a capital expendi- 
ture program, evaluating the eco- 
nomics of the program and a method 
for its control, combined with a fore- 
cast of availability of cash for the 
payment of such a program; a knowl- 
edge of business systems, including 
work simplification techniques, and 
mechanical and electronic accounting 
machines; a working knowledge of 
income tax laws, company laws and 
all other federal and provincial regu- 
lations and laws which affect the com- 
pany; the ability to establish and 
supervise an internal audit program 
and a sufficient knowledge of various 
types of methods of insurance to ade- 
quately protect the company’s assets 
and profits on the most economical 
basis. These are all part of the con- 
trollership function, but, in addition, 
the top corporate financial officer 
must have the training, education and 
ability to determine the company’s 
banking policies; invest surplus funds 
to the best advantage; establish lines 
of credit when necessary, evaluate the 


cost of borrowing money and the best 
and the cheapest method of obtaining 
funds; administer sinking fund re- 
quirements for outstanding funded 
debt; to constantly see that the com- 
pany has an adequate supply of work- 
ing capital; maintain good public re- 
lations with investment houses and 
bankers; and last, but probably the 
most important, have the ability to 
work with and through his colleagues. 


These job requirements are for a 
corporate financial officer, whether he 
is employed by a company with an 
annual sales volume of $500,000 or 
$500 million. 


Summary and Education Proposal 


I have outlined, what, in my 
opinion, is required by companies by 
way of financial executive talent, in 
order to compete in today’s business 
world. If a company cannot afford to 
engage a financial officer of this 
calibre, it must obtain outside profes- 
sional help. Are you, as professional 
accountants and auditors, trained and 
educated to provide this type of ser- 
vice for those of your clients who 
have not a top-flight, full-time, finan- 
cial officer? 


If you are not, industry and com- 
merce will have to go elsewhere for 
this assistance. However, if account- 
ing and auditing experience and back- 
ground were supplemented by spe- 
cialized education and training, it 
would bridge the unnecessary gaps 
between professional accounting and 
industrial financial requirements; and 
consequently the profession would be 
in a position to keep pace with the 
expanding demands of commerce and 
industry. 


How should this educational pro- 
cess be accomplished? I tread lightly 
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NEWS OF OUR MEMBERS 


here because I am not an educator, 
but I do feel that the training and 
education for a business financial ad- 
ministrator must be subsequent to ob- 
taining the degree of chartered ac- 
countant. Education and training in 
accounting and auditing is the proper 
base, and is absolutely necessary to 
fully understand, appreciate and 
evaluate an extended education in 
financial administration. 


I suggest that the Canadian Insti- 
tute should offer a _ post-graduate 
course of studies along similar lines 
to the present course of studies lead- 
ing to a chartered accountant degree. 
As the subjects for study should be 
primarily national in scope, unaffect- 
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ed by provincial laws, the curriculum 
should be drafted and directed by 
the Canadian Institute and conducted 
by a university on a correspondence 
basis, supplemented by _ lectures, 
seminars and conferences. The course 
of studies must be on an extramural 
basis, so that the livelihood of those 
who wish to further their education 
and training is not disrupted. 

This course of studies should award 
those that graduate with a recognized 
certificate which will be of equal 
value to chartered accountants in 
public practice as well as those whose 
temperament and desires lead them 
into the field of industry and com- 


merce. 





Alberta 

D. R. Hagerman, C.A. has been appointed 
treasurer of Canadian Husky Oil Ltd., Cal- 
gary. 

Alex Muirhead, C.A. and W. P. Brock, 
C.A. announce the formation of a partner- 
ship for the practice of their profession un- 
der the firm name of Muirhead & Brock, 
Chartered Accountants, at 627 Eighth Ave. 
S.W., Calgary. 


P. Hanhart, C.A. announces the removal 
of his office to 304A — 9th St. S., Leth- 
bridge. 


McDonald, Currie & Co., Chartered Ac- 


countants, Calgary, announce the admis- 
sion to partnership of R. J. Whitehead, C.A. 


British Columbia 


H. J. Meyer, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 185 E. 37th Ave., Vancouver. 


Aubrey Tanner, C.A. announces the 
opening of an office for the practice of his 
profession at 102 — 1200 W. Pender St., 
Vancouver 1. 


Rickard, Crawford & Co., Chartered Ac- 
countants, Courtenay, B.C. announce the 
admission to partnership of T. V. Mc- 
Loughlin, C.A. as resident partner. 
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Manitoba 

Sharp, Woodley, Scott & McLaughlin, 
Chartered Accountants, 504 Main St., Win- 
nipeg 2, announce the admission to partner- 
ship of J. A. McAllister, C.A. 


Nova Scotia 

In the June 1959 issue, it was announced 
that R. J. MacBurnie, C.A. had been ap- 
pointed comptroller of the Halifax Branch 
of the Eastern Trust Co. This announce- 
ment should have read that R. J. MacBurnie, 
C.A. had been appointed comptroller of 
The Eastern Trust Co. 


Ontario 

W. C. T. Cran, C.A. has been appointed 
president and director of Standard Radio 
Ltd. and Rogers Radio Broadcasting Co. 
Ltd., Toronto. 

Clarke, Henning & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 1605, Imperial Life Tower, 44 
Victoria St., Toronto 1. 

McDonald, Currie & Co., Chartered Ac- 
countants, Toronto, announce the admission 
to partnership of D. Y. Timbrell, C.A. 

Leo Goodman, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 102 Eglinton Ave. E., Toronto. 


Quebec 
Norman Cohen, C.A. and H. W. Harris, 
C.A. announce the merger of their prac- 


tices under the firm name of Cohen & Har- 
ris, Chartered Accountants, 5135 Western 
Ave., Montreal. 

Maheu, Noel & Co., Chartered Account- 
ants, Montreal, announce the admission to 
partnership of Guy Amideneau, C.A. 


McDonald, Currie & Co., Chartered Ac- 
countants, Montreal, announce the admis- 
sion to partnership of P. P. Aspinall, C.A., 
D. R. Huggett, C.A., and H. O. Spindler, 
C.A. 


OBITUARY 


We regret to announce the death of Sir 
William Henry Peat, G.B.E., K.C.O.V., 
C.A. Sir Harry Peat died on June 24, 1959 
at his home in Hertfordshire, England in 
his 82nd year. He was the eldest son of 
Sir William Barclay Peat, C.V.O., F.C.A., 
founder of the firm of W. B. Peat and Co. 
which merged in Peat, Marwick, Mitchell 
& Co. 

Sir Harry qualified with the Institute of 
Chartered Accountants in England & Wales 
in 1906, and affiliated with the B.C. Insti- 
tute in 1925. From 1917-20, and again 
during the Second World War, he served 
without remuneration as financial secretary 
and accounting officer to the British Min- 
istry of Food. In addition to serving on 
royal commissions and parliamentary com- 
mittees, he succeeded his father as auditor 
of the personal accounts of the Sovereign. 


The Canadian Institute of Chartered Accountants 
NOTICE OF ANNUAL MEETING 


Vancouver, British Columbia, September 14, 1959 


The fifty-seventh annual meeting of the Canadian Institute of Chartered Accountants 
will be held in Vancouver, British Columbia, at the Hotel Vancouver on Monday, Sep- 
tember 14, 1959 at 11 a.m. for the reception of reports of the president, treasurer and 
Council, the election of auditors, and other business. 


Joun L. HELLIWELL, 
President. 


E. MicHaeEL Howarth, 
Executive Secretary. 
Toronto, Ontario, July 15, 1959. 
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B.C. INSTITUTE 


A series of well-attended sessions 
features of the 1959 annual meeting of the 
B.C. Institute held at the Hotel Georgia, 
Vancouver and on the U.B.C. campus on 
June 11 and 12. 

On the morning of June 11, Alan M. 
Eyre, vice-president and general manager 
of Dueck on Broadway, Ltd., gave a key- 
note address entitled “In the Books or on 
the Ball”. 

“Chartered accountants”, stated Mr. Eyre, 
“tend to be too conservative and _self- 
effacing in their attitude towards their 
function in business. Businessmen are be- 
ginning to believe that their accountants 
are relying too much on tradition and _his- 
torical decisions in setting up a pattern for 
business operation and are failing to take 
the forward steps and break new ground 
necessary for continued success in business. 

“Management feels a great need for 
ideas, principles and facts which will ad- 
vance a business and lead to its growth and 
expansion. Advice of this nature from 
chartered accountants would be welcomed, 
but as a group they tend to shy away from 
this function and leave the field open to 
the management engineer. 

“If the chartered accountant wishes to 
maintain his enviable record of accomp- 
lishment and achievement, he must move 
on to the management team and, whether 
he likes it or not, accept with management 
some responsibility for the operation of the 
business.” 

Mr. Eyre’s address was followed by three 
talks pertaining to management controls. 
G. Ferns Cassidy spoke on “Organization 
Selection and Placement”; G. W. Rutledge 
spoke on “Systems”; and John Hearn con- 
cluded the series with a talk on “Manage- 
ment Reports”. 

The assembly then formed into three 
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groups led by Tom Chambers, C. M. Hum- 
phrys and W. A. Reid for discussion of 
problems involved in management controls. 


In the afternoon, R. Murray Brink, presi- 
dent of Johnston Terminals & Storage Ltd., 
spoke on “The World of Finance”. Mr. 
Brink pointed out that C.A.s as a group 
might well take a greater personal interest 
in investment possibilities and should at the 
very least be sufficiently “investment-mind- 
ed” to be alert to opportunities for clients. 

Later there was a panel entitled “Some 
Anomalies and Uncertainties in the Income 
Tax Act”. Participants were W. C. Calvin, 
G. A. Chambers, C. L. Mitchell, and J. G. 
Halpin. 

On Friday, June 12, there was a record 
attendance of 155 members at the annual 
general business meeting. This was follow- 
ed by a members’ luncheon in the Hotel 
Georgia ballroom. 

On Friday afternoon, two special meet- 
ings discussed proposed revisions to the by- 
laws pertaining to professional conduct and 
problems in recruiting, selecting and train- 
ing students. 

The professional conduct by-laws meet- 
ing was conducted on the workshop plan. 
J. S. MeVicar, R. F. Gardiner, D. Lukin 
Johnston and F. E. Walden each chaired a 
workshop group, while C. E. R. Bazett, A. 
M. Craig, W. G. Holms and Paul Rising 
acted as rapporteurs. 

The meeting to disouss problems in re- 
cruiting, selecting and training students was 
an outgrowth of a questionnaire on student 
matters which had been circulated to offices 
employing students. 

Annual meeting activities closed Friday 
evening with a spring dance in the Hotel 
Georgia. The hand of the Convening Com- 
mittee of the C.A. Wives Club was appar- 
ent in the highly imaginative Hawaiian de- 
cor. Mrs. D. C. O’Brien chaired this com- 
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mittee, which consisted of Mrs. M. W. An- 
gus, Mrs. Roy Bell, Mrs. W. J. Brassington, 
Mrs. E. C. Dodman, Mrs. Lloyd Manuel, 
Mrs. Clare Nicholl and Mrs. J. H. Provost. 
Music was provided by the Lance Harrison 
group. 

Members elected to the 1959-60 Council 
of the Institute are: F. E. Walden, Vancou- 
ver, president; D. B. Fields, Vancouver, 
vice-president; E. A. Campbell, Kelowna, 
Interior of B.C. representative; W. G. 
Holms, Victoria, Vancouver Island represen- 
tative; J. B. Ewing, J. B. Ferguson, J. S. 
McVicar, G. M. Miller, C. L. Mitchell, Joe 
Reeves, D. W. G. Smallbone and F. D. 
Williams, Vancouver representatives. 

E. L. Affleck was re-appointed secretary- 
treasurer. 

Election to Fellowship in the Institute 
was conferred on Vancouver members 
George O. Cumpston, Edward C. Mapson 
and Lore R. Sinclair. 


Vancouver Island C.A. Club: The 1958-59 
season of the V.I.C.A. Club closed with a 
dinner meeting in Victoria’s Pacific Club 
on June 12, 1959. Guest speaker was R. 
M. Petrie, head of the Dominion Astro- 
physical Observatory in Saanich, who gave 
an illustrated talk on his experiences as a 
delegate to the Conference of Astrophysi- 
cists in Moscow. 


ONTARIO INSTITUTE 


1959 Annual Conference: Nearly 500 mem- 
bers of the Institute of Chartered Account- 
ants of Ontario attended the Institute’s 
fourth annual conference held June 15 and 
16 at the University of Toronto. The pro- 
gram emphasized some non-accounting as- 
pects of business problems as well as 
taxation and auditor’s reports. 

The annual general meeting of members 
on Monday, June 15, was preceded by a 
session on estate planning with John L. 
Graham, Q.C. as featured speaker. This 
was followed by a panel discussion on in- 
come tax problems under the chairmanship 
of J. A. Wilson, F.C.A. 

On Monday evening, members attended a 
reception in Convocation Hall, Trinity Col- 
lege, followed by a dinner in Howard Fer- 


guson Hall at which the guest speaker was 
Dr. Murray G. Ross, vice-president of the 
University of Toronto. Dr. Ross spoke on 
the danger that North American journalism 
faces in fostering a loss of ability to judge 
and feel the importance of major issues. 
“Compared with the Soviet Union”, he said, 
“we live in 2 world of news abundance but 
our news, unfortunately, is more diffuse and 
less well-focussed.” 


“We do not want the strict control of 





J. A. Ross, C.A. addresses Ontario Institute 
Conference in Toronto. 


Russia yet I wonder if we are not being 
choked by our own abundance... . and 
led into a state of indifference by the mul- 
tiplicity of news . . . . Too often in our 
society, the average reader says ‘I don’t 
know what to believe — I'll leave that one 
for the experts.’ ” 

Dr. Ross said that Canadian readers felt 
much less concern for major problems than 
their Soviet counterparts. 

“I found more awareness, for example, 
of the danger of atomic or hydrogen warfare 
in the USSR than in Canada,” said Dr. Ross, 
who visited Russia last winter. 

The reason for this was that Soviet 
writers do not attempt to be objective. In 
North America, the reporter or scientist 
strives for objectivity without any overtones 
of feelings of the reporter. 

“What the reader gets is a relatively 
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sterile picture devoid of the human picture 
involved.” 

Only a few writers could combine the 
objectivity of the scholar with the art of 
the novelist, but without such skill the 
writer could not give a complete or com- 
pelling picture. 

“Without the capacity to imagine and to 
feel what we read,” said Dr. Ross, “we 
lose the power of empathy which has been 
such an important human element in the 
advancement of our civilization.” 

Because North America would reject the 
idea of a controlled press, Dr. Ross said, 
“The only answer lies with the readers to 
develop, through education, more ability 
to read with the heart and to judge the im- 
portant from the trivial.” 

Six concurrent group discussions on ac- 
counting practice, administration problems, 
work simplification in the office, rehabili- 
tation of sick businesses, budgets, qualifica- 
tions in auditor’s reports and contributions of 
psychologists in solving management prob- 
lems were held on Tuesday morning. 

After luncheon, J. A. Ross, C.A., vice- 
president and treasurer of Shell Oil Com- 
pany of Canada Limited, spoke on how ac- 
counting can best serve the needs of man- 
agement. 

Mr. Ross said, in part: “There is a large 
and expanding opportunity for the enterpris- 
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ing accountant in industry to participate 
more than ever before in the management 
of business. To a very considerable extent 
he is meeting this challenge, but progress 
is slow and by no means uniform.” 


Mr. Ross then gave the following reasons 
for the lack of greater progress and made 
recommendations: 


“(1) At the outset, the operating de- 
partments usually have no real idea of how, 
if at all, the accountant can help them. 
They don’t understand accounting, and 
usually they don’t want to. Frequently, 
they have a bias against the accountant, 
stemming I think from his traditional role 
as bookkeeper and watchdog. ‘How can 
he help me run the business?” they ask. 


“(2) The accountant, on the other hand, 
may not really know enough about the op- 
erator’s problems and philosophy of man- 
agement to be of much practical help. 
Left to himself, he may design something 
which seems right from the accounting 
viewpoint, but is useless to the manager. 
A first requisite, then, is to obtain a very 
thorough, albeit a layman’s, understanding 
of the operation. As a matter of fact, he 
will achieve his best results when his control 
systems are designed in close cooperation 
with the people who are going to use them. 

“(3) The gulf that separates accounting 
from the rest of the business must be 
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Left to right: W. G. Leonard, Kingston, treasurer; T. C. Kinnear, Toronto, secretary; 
W. J. Ayers, Toronto, vice-president; R. B. Dale-Harris, Toronto, president. 
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bridged, and I think it is up to the ac- 
countant to attend to the bridging. The 
watchdog function is still his, but he will 
do well to be flexible, tempering the rules 
with judgment. Anyway, whatever he does, 
he must abandon his isolation and ‘get on 
the team’. 

“(4) The accountant must develop sales- 
manship. This manifests itself in many 
ways. First of all, if he has a good idea 
he has to sell it. He must do a good mer- 
chandising job, designing his report so that 
it is easy to read and understand. He 
must be resilient, as a good salesman should 
be, taking rebuffs in good part and using 
his imagination to find another way to 
make his point. 

“(5) He must learn to relax some of his 
standards of completeness and accuracy. 
In management, reporting speed may be 
far more important than absolute accuracy. 
A great deal of estimating underlies all ac- 
counting, yet we sometimes spend consider- 
able time and effort making lengthy and 
accurate calculations from basic data that is 
itself an estimate. We should cultivate an 
adequate sense of proportion. Another 
thing to keep in mind is the detail needed 
in the figures themselves. The statement 
is the more readable the fewer the figures 
it contains. In most matters, cents can be 
eliminated; often it is better to show fig- 
ures in thousands only; sometimes, millions 
of dollars to one place of decimals is the 
best. Who cares if the columns don’t add 
exactly; only an accountant would test the 
additions anyway! Finally, streamline the 
statement, dumping small items into mis- 
cellaneous and concentrating on the presen- 
tation of the really significant information.” 

R. B. Dale-Harris, F.C.A., of Toronto, 
was elected president for the year 1959-60 
at the business session following the annual 
meeting. Other officers elected were: vice- 
president, W. J. Ayers, F.C.A., Toronto; 
secretary, T. C. Kinnear, F.C.A., Toronto; 
treasurer, W. G. Leonard, F.C.A., Kingston. 

Elected to council for the 1959-60 year 
were J. W. Bennett, M. A. Bradshaw, J. F. 
Broadhead, L, C. Crawford, D. B. Davis, 
G. R. Ferguson, C. F. Gaviller, J. W. Glen- 
dinning, D. L. Gordon, J. W. Grant, W. F. 


Harvie, G. A. MacDougall, A. S. Merrikin, 
J. A. Orr, L, J. Smith and G. H. Spence. 


By-Laws and Rules of Professional Conduct: 
The members at the annual meeting on 
June 15 approved the by-law changes and 
the new rules of professional conduct with 
the same wording as included in the notice 
from the secretary sent to all members on 
June 1, 1959. 

Library: Recent Additions: “Accounting by 
Electronic Methods” and “Business Effi- 
ciency” by the Institute of Chartered Ac- 
countants in England and Wales, 1958; 
“Construction Accounting and _ Financial 
Management” by Coombs, F. W. Dodge, 
1958; “History of Cooper Bros, & Co.” Bats- 
ford, 1954; “Principles of Accounting, In- 
troductory and Intermediate, 5th Editions, 
Canadian Editions” by Finney and Miller, 
Prentice, 1958-9; “Sale, Leasebacks and 
Leasing in Real Estate” Greenfield and 
Griesinger, McGraw 1958; “Corporate Rec- 
ords Rentention, Vol. 2, Canadian” by 
Wheelan, Controllership Foundation, 1959; 
“Accounting Reports for Management” by 
Lewis, Prentice, 1957. 


The book “High Speed Data Processing”, 

by C. C. Gotlieb and J. N. P. Hume, Mc- 
Graw-Hill, Toronto, 1958, 338 pages, is 
recommended by the Library Committee to 
those members connected with very large 
companies who are considering an electronic 
installation. The authors, two associate 
professors from Toronto University, have 
attempted to make a complex subject as ele- 
mentary as possible in dealing with com- 
puters and data processors. All three as- 
pects of data processing are dealt with: ma- 
chine description, programming methods 
and application. The value of the book is 
enhanced by the description of the more 
common commercially available machines, 
while only a “hypothetical machine” is 
used in the text. 
Taxation Recommendations: W. C. Shakes- 
peare, F.C.A., chairman of the Taxation 
Committee, invites comments from mem- 
bers on tax inequities or suggested changes 
in the taxation statutes. Please send your 
comments to the secretary of the Taxation 
Committee, at the Institute, as soon as 
possible. 
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NEWLY ELECTED OFFICERS OF QUEBEC INSTITUTE 


Left to right: Paul Bruneau, Quebec City, secretary; M. L. Watt, Montreal, Ist vice- 
president; J. E. Maheu, Montreal, president; W. V. Victor, Montreal, 2nd vice-president; 
J. P. Kinghorn, Montreal, treasurer. 


QUEBEC INSTITUTE 


Third Annual Conference: The beautiful 
campus of Macdonald College, Ste. Anne 
de Bellevue, P.Q. was the setting for the 
third annual conference of the Quebec In- 
stitute which took place on June 15 and 
16. The program included an address by T. 
R. McLagan, O.B.E., president of Canada 
Steamship Lines, on “The Seaway and the 
Province of Quebec” (reported elsewhere 
in this issue). 

The conference program was balanced 
between subjects of interest to practising 
members and to others. Separate programs 
were provided in English and French. 


The English section led off with a panel 
discussion on “A New Look at Deprecia- 
tion” with Cecil Vineberg as chairman and 
D. Tilley, W. H. Flynn and A. J. Perrier as 
panelists. 

Discussion groups under the chairmanship 
of W. R. Clerihue, with A. K. Buckland 
and J. H. Rennie as discussion leaders, dealt 
with “Financial and Cost Forecasting”, and 
others, with M. McBean as chairman, dis- 
cussed “Defalcations and the Auditor’s Lia- 
bility”. 

The topic “Techniques for the Review 
of Internal Accounting Controls” under the 





direction of W. P. Gould, assisted by W. G. 
Hogg and J. M. Miller, caused lively dis- 
cussion as did “The Function of Account- 
ing in the Control of Maintenance Costs” 
under J. H. Gough. 


W. A. Smyth was chairman of a panel 
discussion on “A Consideration of Internal 
Reporting Practices” with E. L. Pursey, 
C. A. McCrae and C. S. Stephens as panel- 
ists. 

The English portion of the program clos- 
ed on June 16 with discussions on “Audit 
of the Profit and Loss Account” and “Cap- 
ital Expenditures and Standards for Return 
on Investments” under the chairmanship of 
M. G. C. Howard and E. W. Netten, re- 
spectively. 

The French portion of the program led 
off on June 16 with a discussion on “The 
Valuation of Inventories” under the direc- 
tion of M. Hurtubise. June 16 was de- 
voted to the following subjects: 


“Sources of Credit and Capital for the 
Small Enterprise”. Chairman, J. N. Domey; 
participants, L. P. Bélair, L. Viau and F. 
Delhaes. 


“Techniques for the Review of Account- 
ing Procedures”. Chairman, G. A. Roussin; 
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participants, C. Allard, R. R. Pouliot and 
L. P. Rondeau. 

“Verification of the Profit and Loss State- 
meut”, Chairman, P. Auger; participants 
R. Normandeau, J. Gingras and R. Boilard. 





Marking attainment of 50 years member- 
ship in the Quebec Institute, G. C. Mc- 
Donald (right) receives a silver tray from 
H. I. Ross, past president of the Institute. 


“Executive Remuneration in the Modern 
Enterprise in the light of Current Income 
Tax Levels”. Chairman, G. Murray; par- 
ticipants, H. M. Caron, C. McLaughlin and 
J. Zalloni. 

In his review of the year’s activities at 
the 79th annual meeting, Howard I. Ross, 
retiring president, said that the Institute has 
an enormous opportunity for public ser- 
vice in improving the mechanics of tax ad- 
ministration. “Taxes are an overwhelmingly 
important part of business life,” he said, “and 
no matter what your political leanings may 
be, you cannot possibly condone confusion 
or clumsiness in collection or inequity in 
our tax system.” 

J. Emile Maheu, in accepting the presi- 
dency, pointed out that the Institute can 
accomplish only what its members accomp- 
lish. He reported that the Institute now 
has 2,674 members. Registration at the 
conference exceeded 300. 

The Conference Committee comprised K. 
P. Farmer, chairman, Jéréme Carriére, D. 
P. Cassidy and A. S. Cunningham. 


SASKATCHEWAN INSTITUTE 


The annual meeting of the Saskatchewan 
Institute was held in the Hotel Saskatche- 
wan, Regina, on June 19 and 20. 

Maurice V. Jeffery of Swift Current was 
elected president for the year 1959-60. 
Other members of the executive are: vice- 
president — R. M. Dill, Saskatoon; past- 
president — G. E. M. Harris, Saskatoon; 
secretary-treasurer — T. H. Moffet, Re- 
gina. 

Elected to serve a 2-year term on Coun- 
cil were: M. V. Jeffery, Swift Current; C. 
F. Westerman, Regina; C. A. Fraser, Sas- 
katoon; J. C. Archibald, Saskatoon. 

W. H. Cook, Prince Albert and L. E. 
Fingarson, Regina, were elected to Fellow- 
ship in the Institute. 

On Friday, June 19, technical sessions 
were held at which topics of interest to 
the members were discussed. 

A reception took place in the Drake Ho- 
tel on Thursday evening, and there was a 
luncheon for the ladies at the Hunt Club 
on Friday. 

A banquet and dance at the Hotel Sas- 
katchewan Friday evening closed the con- 
ference. 


EASTERN TOWNSHIPS C.A. CLUB 

On June 10 the Chartered Accountants 
Club of the Eastern Townships held a golf 
tournament at the Sherbrooke County Club. 
Special guests were the members’ wives. 
After the tournament, a luncheon was served 
to 50 people. 


WATERLOO-WELLINGTON 
C.A. ASSOCIATION 

The new directors of the Waterloo-Wel- 
lington Chartered Accountants Association, 
elected at the general meeting last month, 
held their first meeting recently. The fol- 
lowing officers were elected: president, J. 
Matthews, Guelph; vice-president,  R. 
Fickes; secretary, C. Mitchell; treasurer, W. 
Pernfuss, all of Kitchener. Other directors 
for the 1959-60 season are J. Flavelle and 
C. Luce, both of Galt, H. Cormick, Guelph, 
A. Headlam and C. H. Spry, Kitchener, 
and J. Battler, Stratford. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


POSITION AVAILABLE for chartered ac- 
countant age 30 to 40 of ability and good 
personality to become resident partner of 
Toronto branch of firm with offices in 
other provinces. Box 914. 


INTERMEDIATE OR SENIOR student 
required for public accountant’s office in 
Windsor. Partnership prospects for young 
man with ability. Municipal experience pre- 
ferred. Box 915. 


DEPT. OF MUNICIPAL AFFAIRS 
Municipal Auditing and Accounting Branch 
requires 2 Accountants with C.A. or C.P.A. 
certificate, experience in public accounting 
and auditing. 1 Accountant 4 — $5500- 
$6900; 1 Accountant 5 — $6600-$8200. 

Starting salaries depend on qualifications 
and experience. Three weeks’ vacation, 
pension plan, sick leave credits, 5-day week. 

Applications will be received until Aug- 
ust 31. Employment to commence Octo- 
ber 1, 1959. Applications to include quali- 
fications, experience, age, etc., submit 
references to Room 182, Department of 
Municipal Affairs, Parliament Buildings, 
Toronto, Ontario. 


CHARTERED ACCOUNTANT seeks posi- 
tion leading to partnership or succession 
with practising firm in Montreal. Box 907. 


CHARTERED ACCOUNTANT: Recent 
graduate desires correspondence regarding 
succession, with practising member who 
seeks semi or total retirement within 10 
years. Montreal. Box 906. 


CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional, insurance, mu- 
nicipal and taxation experience requires a 
position. Box 891. 


EXPERIENCED C.A. between thirty and 
forty years of age required by Canadian 
C.A.’s practising in Bermuda. Applicant 
must have ability to manage office and staff 
of forty and qualify for partnership. Posi- 
tions also available for two young C.A.’s 
and several students eligible to enroll in 
October for the fourth or fifth year Queen’s 
course. Apply in writing to Butterfield & 
Steinhoff, Box 247, Hamilton, Bermuda. 








The Institute of Chartered Accountants 
of Alberta requires a full-time Executive 
Secretary for the Institute office in Edmon- 
ton, Alberta. In addition to routine ad- 
ministration the Executive Secretary will 
be responsible for the administration (not 
instruction) of the Course of Instruction in 
various centres throughout the province. A 
chartered accountant would be _ preferred 
for this position; one with University edu- 
cation, if possible, in view of the close as- 
sociation of the Alberta Institute with the 
University of Alberta. Interest and experi- 
ence in the educational field, and facility in 
preparing written reports and in making 
public appearances are also considered de- 
sirable qualifications. Salary will be in ac- 
cordance with qualifications and experience. 
Apply to the Institute, 10010 — 102nd St., 
Edmonton, Alberta. 


FINANCIAL MANAGER required by 
Large International Company for its Can- 
adian head office, with following quali- 
fications: knowledge of English and 
Italian; sound experience import-export 
operations, general accounting, control 
costs; capacity to work on own initiative. 

We offer very high initial salary; possi- 
bility of increasing salary very rapidly ow- 
ing to exceptional development of the com- 
pany. Preference will be given to applicants 
having a chartered accountant’s degree and 
knowledge of French language. Reply giv- 
ing full resume to Box 916. 


CHARTERED ACCOUNTANT: Age 37 
with nine years experience as comptroller 
of manufacturing firm seeks position with 
progressive company. Has __ supervisory 
knowledge of budgetary control, credit de- 
partment, standard costing and overall ad- 
ministration. Willing to relocate. Box 919. 


CHARTERED ACCOUNTANT: Age 27, 
with 8 years experience in auditing and 
taxation desires position in Ontario with 
industrial or commercial concern. Box 920. 


INTERMEDIATE or senior student requir- 
ed for small Toronto office and suburbs. 
Reply in confidence stating experience, ed- 
ucation, age and other personal details to 
Box 921. 


MONTREAL REPRESENTATIVE Ontario 
firm wishes to establish reciprocal arrange- 
ments with firm in Quebec. Box 917. 








BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


| 
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PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 
Roy Building - - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 
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Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - = + = = Ottawa 4, Ont. 
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BLAKE, CASSELS & GRAYDON 


Barristers and Solicitors 


ere mee 


The Canadian Bank of Commerce Building - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - : - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building -— - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 
464 St. John Street’ - - - - - Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 





MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 
SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. WEstT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Bui_pinc MONTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 


55 YoNncE STREET ToRONTO, ONT. 


| Bla 50 of either .. $1. 
Inventory oer oe 


Blank, per 100 of either.. $2.00 


and 
salad Available in English or French 
Liability “i dwg — 
Certificates 


Postage or express collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 


dustrial Development Bank. 
Information about 1.D.B. financing in the fields of: 


e Manufacturing ¢ Repairing ¢ Processing 
e Transportation ® Construction @ Air Services 


e Packaging ¢ Engineering etc. 


can be obtained from your banker, auditor or 
lawyer or from the nearest office of the Industrial 


Development Bank listed below: 


i INDUSTRIAL 
DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 


Vancouver 1030 West Georgia St. 







Calgary 513 Eighth Ave. West 

I. D. B. Winnipeg 195 Portage Ave. East 
regional Toronto Yael OM UL INZ-1etih aCe 
London 291 Dundas St. 

offices Montreal 901 Victoria Square 


Quebec 955 Chemin St. Louis 


Saint John 35 Charlotte St. 
Halifax 65 Spring Garden Road 





Machine and the Man-Age 


Moffats, 
leading 
Canadian 
appliance 
manufacturer 
chooses Friden 
.. . because 
Friden does more 
operations without 
operator decisions than 
any automatic calculator. 


FIGURES FASTER 


Sales and Service across Canada 


71522-BR 


The Friden Automatic Calculator you see above is a truly 
marvellous machine. Under direction, it can add, subtract, 
multiply and divide, compute decimals—all with the highest 
degree of speed and accuracy. The Friden gives accumulated 
totals or individual answers, and clears automatically after 
each calculation. 

You'll notice we said ‘“‘under direction” . . . and that’s 
where the man-age comes in. For we live in a wonderful 
man-age, where man does the thinking and machines like 
Friden do the work. 

The gentleman with the Friden, Mr. H. F. Grundy of 
Moffats Limited, uses his Friden to plan and carry out 
market analyses and production planning. Mr. Grundy has 
to evaluate countless data—and accuracy and dependability 
are essential. As Mr. Grundy says, “In this one machine I 
get all the qualities I need. My Friden is worth more to me 
than a whole staff of assistants.” 

Find out for yourself what Friden can do. Write or 
phone for a remarkable 15-minute demonstration. No 
obligation of course. 


CANADIAN DISTRIBUTORS, 


JOSEPH McDOWELL SALES LTD 


36 MOBILE DRIVE, TORONTO 16, ONTARIO, PLymouth 9-4121 





